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FRIDAY MORNING SESSION
October 22,

1965

The seminar conducted by the American In

stitute of Certified Public Accountants convened at
9:30 o’clock in Committee Room 2, the Drake Oakbrook,
Oakbrook, Illinois, with Mr. Robert M. Trueblood, pre

siding as Chairman.
Those in attendance were as follows:

Clifford T. Fay, Jr.
Harris, Kerr, Forster & Company
Russell P. Hughes, Jr.
Russell P. Hughes & Company

Glenn Ingram, Jr.
Glenn Ingram & Company

Harvey R. Kallick
Blackman, Kallick and Company
Todd S. Lundy
Lester Witte & Company
Harry A. Olsen
Arthur Andersen & Co.

Bruce P. Olson
Ernst & Ernst

Donald G. Pyles
John R. Rogers
Wermer & Rogers

Robert C. Sassetti
Frank L. Sassetti & Co.
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John J. Schornack
Arthur Young & Company

George H. Sorter
Associate Professor of Accounting
Graduate School of Business
University of Chicago
John W. Zick
Price Waterhouse & Co.

H. Justin Davidson
Touche, Ross, Bailey & Smart
Robert M. Trueblood, Chairman
Touche, Ross, Bailey & Smart

Stewart Schackne
American Institute of Certified
Public Accountants, New York

CHAIRMAN TRUEBLOOD:

I want to welcome you all,

today, in behalf of the Institute.

we have a hundred percent attendance.

I am delighted that
I think you should

know that in selecting this quite small group, we asked
for recommendations from some of the more senior and elder
statesmen in Chicago and in the Institute and from the

State Society.

I won’t say we did a scientific Job of

selection, but we think we have done a good Job of picking

some of the real top-notch younger leaders in the
community for the session.
I know it will be worthwhile to us and I hope

that it will be worthwhile to you.
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I am going to talk just a few minutes about
housekeeping problems and I hope we won’t have to get back

to housekeeping problems for the rest of the session.
First, you are guests of the Institute.
the expenses are being borne by the Institute.

you has been pre-registered in the hotel.

All of

Each of

All you need

do is pick up your key if you have not already done so.
When you check out, you need only sign your bill, remove

your personal charges, if they are of any significance.

If you have any travel expenses, incidental travel expenses,
in getting here and getting back, simply send those to Mrs.

Beattie and she will see that they are reimbursed.

The schedule is somewhat flexible, but we will

have to stick to the eating and breaking times.

To refresh

your memory, we stay in this session during the day.

We

have a cocktail session and dinner and a bull session in
the evening which is completely unstructured and can last

from ten minutes to four hours.
Mrs. Beattie will be here, at least during the
day, to help with phone calls or anything you need.
However, the telephone in this room has
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been cut off and messages will be picked up only at the

scheduled breaks.
I think you have all met Stu Schackne, but

I want to explain to you that he is outside public re
lations counsel for the American Institute, an indepen
dent public relations counsel trying to learn something

about some of the things we do, and how we think about
them, and how we talk.

The transcript procedure and other detail:

you

know the purpose of this is to get ideas in terms of the

program of the planning committee.
transcript will be made.
relatively few people.

A complete and total

This is available only to a

If you have any hesitation

about being identified with what you say or anything

that comes up,

let me know and we will delete any identi

fication in the transcript as it comes off. Considering
those purposes for which it is used, there should be no

concern whatsoever.

There will be no Identification

of the material which goes into the hopper for planning.
First I want to give you some good news which

is short term, but has some long, long run Implications.
Through the Illinois Society, you may have heard about
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S-1758 which is the practice bill which has been float
ing around for two or three years, put into the Federal
Congress by the Bar in an attempt to make automatic
registration,as it were, available to lawyers in all

agencies in the Government including the Treasury Depart

ment.

Four or five months ago I wouldn’t have thought

there would have been any changes in this bill whatso

ever, and it was on its way through.

But as of yester

day, it is in the White House for signature including
a paragraph which specifies that CPA’s shall,in the

practice of taxes,have parity with lawyers.

So, this

entire thing has been settled very quickly, very peace
ably. The signature is assured.

posing both the Bar, the
ment.

We went into it op

PA’s and the Treasury Depart

We came out of it with language which in my

opinion could not possibly be improved.
indicates a couple of things.

we

I think this

There is no doubt that

have more power in certain circles than we realize.

But there is another short term type of thing,

a com

munity relations sort of thing.

It started out and practically passed less
than a month ago in the Bar version, and Jack Seidman
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almost personally handled this whole campaign through
Senator Javits, then through

Representative Geller.

But we started out with only one friend in the Judiciary

Subcommittee and have got turned around to a total friend
ship for our side.

I also want to give particular credit

to Dick Austin of Michigan who is a very able tax practi
tioner, one of our leading colored practitioners, who

brought Senator Hart into the fold and that was sort of
the turning point. I don’t know if Senator Javits could
have done it alone, but with Hart with him, it was

accomplished.
When we get to the tax session,

this

may

be of some interest in relation to some of the questions

that have been asked.
I want to refresh your minds very briefly about

the basic purposes of these kinds of meetings.

You all

know the history of the LRO Committee, which has been
dissolved.

Carey’s book is the product of that com

mittee, as it were.

We now have a planning committee,

a seven-man committee of which Justin is a member and
they have been given a three-year charge to develop

what we might call an implementation program with
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respect to the suggestions, recommendations or ideas

that came forward out of the work of the long range
group.

They are doing a number of things in attempt

ing to formulate such a program, but one of them is to
encourage meetings like this around the country.

more than ten will be scheduled.

second to be run off.
ten across the country.

No

I believe we are the

But there will be no more than

There will be another one in

Illinois, handled by Norton Bedford and designed for

downstate attendance.
The transcript or the ideas rather that come

from the transcript are turned over to the planning
committee and they consider them in terms of their
program of trying to figure out how we get from here

to there.
I am reminded of something John Waller used

the other day, I probably don't put this correctly,
but he used a quotation, I believe it came from
Johnson, saying that if one had only thirty days

from here to the scaffold, that one was able to con

centrate his mind wonderfully.

8

I think this is the sort of position we find

ourselves in, in the profession.

It is not that dire,

but there are some very serious aspects in our profes
sion in the future which hopefully we will resolve,
hopefully we will rise above and come out stronger than

we were before we started.
But really, in terms of the basic effort of

the Institute, we are trying to devote a period of,

shall we say, three years to designing a program which
will carry us into the 80's

on a sound,

strong professional basis that we would like to have

for you and for those others who will follow us.
it is strictly a seminar

As for this meeting,

kind of thing.

We have some presentations which will

be short and quite informal.

On each subject, we will

spend approximately 40 minutes.

I hope to play nothing

more than the traffic cop role and run it off in a true

seminar-like fashion.
Justin may, from time to time, help me with

the moderating.

Sometimes I find I am not a very

moderate person myself.

But in the discussion, as it

may be appropriate, I will try to stay out of it except
to encourage you to talk.
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We may have some more ground rules laid out
as we go along, and as we find out what the problems

are, but for the time being, so be it.
I think at this point, John, you can pick
up on the Financial Reporting, if you will, and if you

talk more than 20 minutes, we will stop you.
MR. JOHN ZICK:

You may have to do that.

I find myself in the unique position of kick
ing off this meeting.

It is a fascinating position to

bein, since I haven’t the foggiest notion of what the

rest of you are going to say, how you are going to make
your remarks and how you are going to put them, and
on the same note, you don’t know what I am going to

say.
Let me start by saying that whatever I have
to say is basically my own idea, my own thoughts,
colored if you will, by whatever experience I might
have had.

In Bob’s instructions to us, we were asked

to deal with the key questions that he sent out to
us with the agenda.

As I delved through the key
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questions, it seemed to me that there were two that
related to the general area of Financial Reporting to
Investors.
The first one was 5-A, and paraphrasing
briefly, what should be done, if anything, to improve

standard performance and conduct in auditing and in
accounting principles.
And No. 9-C also seemed relevant, what re

search programs and so on should the Institute con
duct or stimulate in addition to research on general

accounting principles on the possibility of develop
ing quality of standards by which men of performance

in light of public interest could be measured.

I will get to both of these as I go on.
I assume all of you have read Mr. Carey’s

work and therefore are familiar with what it says. For

my own part, I think it is an excellent effort, but it
has one or two things in it that disturb me a trifle,

and since my comments are going to be related to this

particular chapter, I thought I would start off by
pointing out to you a couple of the things in this

chapter which I didn’t think were all that good, if you

will.
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Perhaps I can describe them as questions or

statements that struck me as lacking a firm founda
tion .
I think it is particularly important that

Stu is here, since he is our public relations counsel,
as I understand.

I assume this book will have wide

distribution at the university level, will be read by
many people who are Interested in our profession, and

I think it is incumbent upon all of us to see to it

that the things we say in public and in print do make
sense.

I think, first of all, if you will turn to
page 130, if you have the book there; take a quick look

at the last paragraph on page 130 where it talks about:
"In this combination of circumstances
there are explosive potentials for both corporate

management and the accounting profession.

A

sustained decline in prices of corporate stock

would adversely affect many millions of citizens.
Their plight would attract the sympathetic in

terest of their Representatives in Congress.

Questions might be asked:

’Who was responsible
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for the encouraging earnings reports of recent
years?' 'Who was responsible for the accounting

principles and practices on which those reports

were based?'

’Who were the auditors?'”

If you read that carefully, I don’t think I

need to comment on it too much further.

Now, if you will turn to page 133, there is a
related item in the next to the last full paragraph

on the page.
”It should always be borne in mind that
a wave of public dissatisfaction with financial

reports could lead to Congressional pressure

on the SEC to exercise its authority -- pressure
which conceivably it would be impossible to

resist.

The consequences for the private enter

prise system could be far-reaching.

If Govern

ment took the course of prescribing accounting

rules, it could determine within broad limits,
the amount of annual net income which registered

corporations could report."
That strikes me as a veiled threat and I will

have a few words about the SEC a little later on.

13

Carey makes the observation on the bottom of
page 134,

"As a result of these and other impor

tant developments,

it may fairly be claimed that

investors in the United States receive financial

information at least equal to that available in

any other country, and far better than most.”
I take severe exception to that.

I haven’t

traveled all the way around the world, but I have had the
opportunity, if you will, to practice our profession in
several countries.

If there is any place on earth

where investors get more financial Information than they
do in this country, I haven’t seen it yet.

And it strikes

me that comments such as these that I have been referring

to are really self-degrading.

I see no reason why we

shouldn’t stand up and make ourselves heard.

Corporate management in our profession does a
pretty good job, I think, in this country, far better I

would say than in any other country.
A couple of items you might put in the nit-pick

ing classification appear on page 145.

Carey says, he

is talking about materiality at this point, and he says:
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"What if a recurrent item is only five
percent of net income this year, but seven per

cent the next?

Does the accounting treatment

change, or is an exception as to consistency

necessary?”
That is a very interesting question, I suspect,
for a non-accountant to ask.

I suspect most of us here

would give that particular type of question short shrift

simply because he is only asking half the question.

He

doesn’t relate his particular expense item to any parti

cular quantitive amount of dollars or anything else.
Then look at the next one.

the mathematics.

I had trouble with

I found it very difficult to arrive

at an algebraic formula which would make any sense for
the next paragraph.
"What should be done about an item, say,
only one percent of net income,

if it makes the

difference between a profit and a loss?”

Now, if you will pardon me, how the hell can

that be?

(Laughter)

The point I am trying to make is

that I don’t think any of us take this particular acti
vity lightly.

And I think it would behoove us in
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looking at a document such as this or preparing to pub
lish a document such as this, to read it carefully be

fore it comes out in print, for the public to read,
because I think some of the things that are said here

frankly don’t make sense and I think that they tend to
detract from what I consider to be an over-all good

work.

So much for beating a dead horse.
Let me deal first of all with the key ques

tions.

The concept of improving accounting principles

or to put it in another framework, that old saw we have
been hearing about, narrowing the areas of difference

in accounting practice and the application of account
ing principles, what do we do about it, so on and so

forth; to me this is truly one of the key problems
facing the profession.

I couldn’t help but think to myself, we have
all got to commend the Institute for the excellent re
search that has been done to date.

It is thoughtful,

it is provocative and I have no doubt

that it is going

to lead to something very useful for the long run.

Perhaps the most useful thing will be that

it is getting all of us to think a little bit more
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about some of the problems that face us from time to time.
But I do think one important thing is required and that

is patience.

I don’t think we will be able to get to our

ultimate the day after tomorrow and I don’t think the

profession can afford to be pushed too fast and too hard.

Another area in the same line that I think is

important is the research being done by individual firms
and practitioners which perhaps does nothing more than

supplement the research that is being done by the Institute,
but through these combined efforts of the Institute with
the profession as a whole and the individual firms, I

think we will make great strides in the future in continuing
to approve accounting principles.

One of the areas that I truly think can be most
fruitful to us is narrowing the areas of difference in

accounting, in the application of accounting principles.
One avenue might involve concentrated effort with large
industry groups, the API, American Petroleum Institute

comes to mind.

I am sure you are all conscious of the

fact that the petroleum industry has been a whipping boy
for some time, as to the difference in practice with
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respect to intangible drilling costs.

If we can work as

a profession through industry groups and get the industry
groups to deal with their own problems, get them to come

to the realization of what is the better or best way to

handle possibly controversial transactions,

that type

of transaction, I think a lot can be done to improve

our whole situation.

There are many other associations that we can
work through. I don’t mean to be picking on the API.

But

my point here, I think has to be modified with the fact
that I don’t think we should act in haste.

For example, I have a little trouble visualiz
ing the ultimate import of the special bulletin that came
out, I think,

last year on the disclosure of the depar

tures from APB opinions.

What concerns me is basically

this, if departures are disclosed, will we not, in effect,
be adding another confusing element to reported earnings

data and what have you?

The long run implication of

the disclosure of departures from APB opinions has got
to be good.

The wave of public opinion ultimately

should help us eliminate the less desirable accounting

practices, but we are still faced with a problem that
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there are many alternatives and generally accepted
accounting principles which can be applied and many of

which have the weight of substantial authority.

So my point here is that I think we need to
have a carefully conceived long range plan for the im
plementation of such things as this special bulletin.

As a matter of an aside, and perhaps in

terest, our firm has taken the position that we are
not going to wait for the December 31,

along.

1965 date to come

We have already started and,

if our clients

adopt accounting principles apart from APB opinions,

they will be suitably disclosed.
One of the other key questions that I was

asked to look into a bit was the question of should the
Institute stimulate research on the subject of develop

ing quantitative standards for the measuring of manage

ment performance?

In terms of our profession and our

relevancy to the public, I can’t think of anything
that really needs more emphasis.

Each of you and each

of us has to live with that old boogey-man, earnings

per share.

For some strange reason, the average in

vestor on the street seems to be concerned only with
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earnings per share.

He doesn’t pay much attention to

other important factors you have to look at when he makes

an investment.

Our brethren in the Investment Analyst Society —
perhaps I should not accuse them of creating this monster--

but with price earnings ratio skyrocketing as they have,
they have developed a number of other yardsticks, one

great one that the Institute finally had a comment or
two about, you know, cash flow per share.

If there was ever a misleading statistic in
the world, that certainly had to be it.

It seems to me that a great deal of attention

ought to be directed to finding another one or more
standards for measuring management’s performance.

I

don’t happen to have the answer in my back pocket, but
I would call your attention as a matter of interest to

the guidelines that, for example, Forbe’s Magazine uses.
I don’t know if any of you subscribe to Forbe’s and

read it.

Maybe they are on the right track.

They don’t

try to put these things down in terms of one single

statistic, but they try to measure management perform
ance in three or four different ways.
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Now, that may not be convenient for the public

as a whole. Maybe there is some way all those things could
be wrapped up in one ball of wax, I don’t know, but I do

think immediate attention is required.

Now,

since you have all read Carey’s book, I am

not going to try to talk too much about some of the speci
fic things he says.

Many of the things he touches on, I

think are terribly important and they do fall into the
general category of the two or three particular problems

that I think we ought to be concerned with.
Now,

assertion

let me forge ahead by posing the general

that I think communications are one of our

greatest problems.

Let me ask you this question --

what does the public think we are?
a green eyeshade,
problem,

Do they visualize

the meticulous fellow?

I have the

if guilt by association should ever befall

public accountants, if anybody asked my wife if she

could balance her checkbook, I am going to be pitched
out of the group.

She is incapable of that.

So, I am

concerned in a remote way with that.
I ask you, what does the public think we are?
And the next question you have to ask yourself is, what
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does the public expect of us?

Does the public under

stand our limitations and our concepts?

For example,

does the public understand or have any notion of the

concept of materiality that we have?
And to look at the other side of the coin, what

do we expect from the public and what do we get?

Let me

give you an illustration.
I toyed with the idea of asking for a show of

hands on this question and then I decided I wouldn’t.

It

might be unfair.
Many thousands of investors probably lost

millions of dollars in the last couple of years in the
stock of an organization called the Brunswick Corporation.

Now, to me, anybody who lost money in Bruns
wick deserves to lose it.

I will tell you why.

Bruns

wick came out with an S-1, and I emphasize it was an

S-1, not a published annual report, two pages with notes,
face to face, and on the left-hand page was the descrip

tion of Brunswick’s accounting practices with respect

to installment income on the sale of bowling alleys.
On the right-hand page, if I recall it correctly, was
a trend line of new bowling alley sales.
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And anybody who took the time to read the note

which describes their accounting practice and then looked

over at the next page and took some note of the decline in
the trend of sales and the comments that the company had
made, would have gotten out of their stock in about two

minutes.

He wouldn’t have gotten out at the top if he

had, but he sure as hell wouldn’t have gotten out at the

bottom, either.
Now, my point here is that we can lead a horse

to water, I guess, but you can’t make him drink it.

We

can tell the public all sorts of things and if it falls

on deaf ears, it is useless.

This goes back to the com

ment I was making about one of the points I take a little

umbrage with, that Carey makes, about, you know, dis

astrous declines in the market price of stock.
I agree that, if we haven’t disclosed these

things, we are in serious trouble or could be in serious
trouble.

But still, how do we get the public to read

what we put out?
And there is a related subject here and that

related subject is, I think we have got to devise better

methods of reporting to lay men.

I try to read a hundred

23

or more financial statements of non-clients every year.

I read hundreds of printed annual reports of our clients.
And I think if you ever take the trouble to do it, the

same thing, you will come to the conclusion that finan
cial statements and the notes are basically written by

accountants for the edification of other accountants.
Notes to financial statements,

for the most part, are atrocious.

in my book,

They are unintelli

gible, meaningless to the average man.

I think we have

got to address ourselves to developing new and better

ways of reporting to the investing public.
And I suppose that gets me to the next point

that faces me, we are not very good copy.

People think

of us, I suspect, as a fairly dull group.

About the

only time we turn out to be of interest to the public

is about tax time when everybody is worrying about
can they deduct this, that or something else, or when
we hit the press with something sensational on a big

defalcation.

CPA’s have got a lot of bad publicity

lately in two or three endeavors.
Texas, and so on and

A fellow down in

so forth.

Sensationalism, as evidenced and spoken by

24

the oracle of West Washington Street sometimes finds
its way into the press.
I think we have got to devise better ways of

reaching the public and making them understand what we

are trying to do, where we hope to go.

The thought

occurred to me that perhaps in a facetious vein, what
we need is a sort of secret agent TV thriller type of

program or something maybe that would do us some good.
I think the answer, using one simple word to
answer a whole problem, is education.
I want to talk about the SEC for a few minutes.

I have a great deal of respect for the SEC.

But quite

frankly, I don’t think we have to worry about it too
much.

In the first instance,

I am sure you all recognize

that SEC is staffed by human beings and I doubt seriously
if any of those human beings are any wiser, smarter or

better than anyone around this table.

But I think we do have a problem.

Perhaps I

can describe the problem this way. It seems to me far

too many practitioners run down to the SEC with prob

lems and ask them for answers.

And I consider this

abrogation of our responsibilities.

And I am not
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suggesting that this is a local practitioner.

I have

seen it happen in the past year all too often on the part
of very large firms,
to the SEC and saying,

the simple act of running down
“Help, we have got a problem,

what do you think?”
The SEC is going to build its own little his

tory or case log, whatever you want to call it, and some

day

it

may turn around jolly well to our detriment.

I think the principal point to be made about
the SEC is that, in my career, which albeit is only
eighteen years old or eighteen years long, I have never

heard the SEC reject a sound,

logical approach presented

by an accountant, a sound, logical approach to a tough
problem.

If the attributes of the competence

are

there, the SEC seldom has grounds to complain.
I take the approach in our own practice of say

ing that, if we have a soundly conceived plan, I am not

going to trot down to the SEC and ask them about it.
I don’t think it makes sense.

They are not the advisors

or the consultants to the profession.

They are nothing

more or less than an agency required to supervise certain

acts enacted by the Congress.
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If you go to the SEC with an oddball or goofy
or illogical accounting scheme, you are going to lose
and you deserve to lose, because you can say what hap

pens in those circumstances, your fate,is deserved.
One last point.

I think one of the things we

have to do is stop beating ourselves over the head.

I am

not suggesting that we try to hide our fallibilities under
a barrel.

We are fallible human beings.

There is no

reason we shouldn’t admit it, but it seems to me sensible

that we try to work out our technical problems within
our own counsels and not in the press.
It seems to me that much of the publicity given
to CPA’s in the last few years is designed for a parti

cular purpose.

But it strikes me that one of the unfortu

nate results is going to be that the public is Jolly well
going to lose confidence in us in the not too distant

future.
There you have it, Bob.

pal points I wanted to make.

Those are the princi

Did I stay within twenty

minutes ?
CHAIRMAN TRUEBLOOD: Close

important subject it is.

enough, being the

You had me sort of shook up
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starting out with all these citations from Carey.

I am

glad you ended up on the fallibility, because, though I

have never read the book, I did read the galleys several
times.

So, I feel a little better.
MR. ZICK:

I just wanted to get those off my

chest.
CHAIRMAN TRUEBLOOD:

Who wants to start off on

any piece of what John suggests?
MR. FAY:

I would like to dwell a little bit

with the point he makes on better methods of reporting to
the layman.

I think he was talking about the investing

public or later on, the investors, and in the annual
reports, the public corporations, there are many, many

more stockholders today than five years ago or ten years
ago.

First of all I want to say we have no responsibility

now, as a statement of fact, for the remainder of the

published annual reports — other than the basic financials.

Secondly, I want to ask the question, is there

any possibility we will ever accept any responsibility
for the rest of that annual report, and if so, what form
that responsibility might take?
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My thoughts are that much of what is in the

financials is ignored, as the previous speaker said,
whereas pictures, the president’s letter and all the
rest of the schmaltz is not only read, it is digested by

the public, and if the pictures are colorful enough and
presented beautifully, they will get a prize.

I understand prizes are given for the best
annual reports.
place.

The public gives prizes all over the

And it costs a dollar and a quarter for one of

those reports.

Instead of a dividend, they pay a dollar

and a quarter prize. But the investing public

and the public

is happy.
And as you point out,

it gets lost in the foot

notes or someway ignores the true basic financial per
formance reporting concept that is usually back there
in the end of the report.

And I just don’t know the

answer.
I do know some of us read those reports in

their draft stage.

We reference them.

So,

somewhere

underneath, we are taking an implied responsibility if
for nothing else than for a cross-referencing of the

numbers.

But we never seem to get to grips with what
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they are saying in the front part of' that report and how

it may be short of the target, it may be misleading or it
may be half-truths.

I suspect this is just impossible

in the long range, but we are talking about 1980, and I
want to throw that out as a possible point of discussion.
CHAIRMAN TRUEBLOOD:

George, what is your

prediction?

MR. SORTER:
on it.

I think we should get some evidence

The point I wanted to make was going to be later --

I guess I am toward the end of the program.

But it was

said here by other speakers, and I think it is appropriate
to say it now, and then I won’t have to talk later.

There

were some kind words said about research and accounting in
the Institute.

I can’t go along with this.

I think there is

almost no research that can be termed research that the

accounting profession does today.
It seems to me that accounting research at the
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present time, has consisted mostly of talk, schmaltz.

Even the approach of some friends and colleagues of mine
to this, I think, has been wrong.

We try to build an edifice.
axiomatic.
why.

We want to be

Accounting has to be axiomatic.

I don’t know

Axiomatic is not appropriate to law and in the

field of history, it is out.
On the one hand, the far-out, the

"blue sky”

advocates want us to adopt a whole new system of account
ing, a whole new basis of principles.

We don’t know, at

the present time, what we are doing right now.
know what the effect is.

We don't

Most of the accounting re

search studies that I have seen -- the legendary pro

fessor always asks, where is the evidence?

Well,

in most

of the research in accounting, in effect, there is no

place for the evidence.
Let me give you an example.

One of the things that was said was that in
vestors only pay attention to earnings per share.

That

is a question acceptable to empirical research. "Foot
notes, a presentation of figures on the one hand and

then a legend of the footnote confuses people." That
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is a question that is acceptable to research.

"The pic

tures and the president’s letter detract from the mess
age." That is a question for empirical research.

What

is material is a question for empirical research in two
ways.

You can go out and on an adequate basis, find

out in fact whether small differences in earnings per
share influence prices less than large ones or you can
go out in the laboratory,under laboratory conditions,
and pick some subjects and give them structured things

of annual reports information and see whether earnings
per share move in one direction or another.

There are several questions that I want to
defer to later.

But my main point is, what have we

done, as a profession, to collect evidence, to do empiri
cal research, not to build a great untestable hypothesis

that nobody can refute.

You know it is fine to say that Investors
need this and Investors want that.

You know, I got in

trouble with my brethren in the AAA on

accounting theory.

basic

I said, where is your evidence and

I just want to say it once today, so I won’t have to

say it all the time, but it seems to me -- by the way,
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the Carey book has a lot of examples where there are

statements where the evidence is very, very non

existent to me and, in fact, contrary to the evidence

that we have.

For instance, one of the things is the

earnings per share situation.

Well, I think all of these things, as far as

I can see, in the accounting profession, the research
has been less evidential than in any other research
that I have encountered.

I don’t think it should be necessarily so.
I think there are lots of testable propositions and it

seems to me that this is exactly the bent the research
program ought to take rather than saying these should
be the broad, basic principles, these should be account

ing principles.

Before we know where we are going, we

should know what the effect of what we do is, what the
impact is.

We don’t really know how our communications

affect others.

We don’t really know who our communications

affect investment analysts.

about this sort of thing."

"They tell us, they talk

This sort of thing went out,

you know, to accept a survey questionnaire without question.
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But we do it without much else.

long time ago.

It went out a

It may be very true that investors only

pay attention to earnings per share.

But we don’t really

know.

But all these are evidential questions and we
had better get good at formulating hypotheses that can

be tested and I think this is a common ethic that applies
to everyone.
CHAIRMAN TRUEBLOOD:

we will hear

I would predict, George,

part of that speech again before we are

through?
MR. SORTER:

Yes, I will try to restrain it.

CHAIRMAN TRUEBLOOD:

Let me ask you, George, we

do have a structure for research as we have defined it.

We have spent a significant, I would say, not a large
amount, a scary amount of money on it, but we have spent
a significant amount.

What is wrong?

What should we be

doing, short term and long term, or is it the structure,

is it the people, is it the concept?
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MR. SORTER:

My own personal impression, for

which I have no evidence, is that every profession has

a basic network of postulates and principles and so on.

We are a profession.
and principles.

We have certain basic postulates

I think we do.

But before we do this,

I think the test of the market place is a relatively

good one.

Accounting has survived.

It has flourished.

Now, what we ought to try to do before we do
this, before we can extend, we sort of have to have

taxonomic research to find out what we are doing, exactly

what we are doing, define what we are doing.
sort of feel what we are doing.

Now, we

I think this has to be

replaced by knowledge in precisely definable terms of
exactly what we are doing and the effects of what we are
doing.

Then we can find out:

test given reasons why

we are doing certain things that are not immediately
apparent.

Some research I have been doing shows that
some firms chose accounting practices not quite just
on economic grounds; in other words, the firm that uses

accelerated depreciation for both book and tax purposes

is different in very substantial and other ways from
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firm that uses accelerated for taxes and straight line

for book.
The human motives, for example, give us the

You

why as to certain accounting practices are chosen.

have to know why.

There are certain suggestions that

have been made for thirty years and they have not been
implemented.

The question is why.

wrong somewhere.

There is something

Maybe the suggestion is wrong, maybe

it is right and there is something in us as a profession.,

or human beings, that just doesn’t take to that.

If so,

we have to find out why.

We have to find out why the opposition is there
and how to move it.
We have to find out exactly what we are doing,

what the impact is, how people react to it.
Let’s find out the present state of the world
before we go somewhere else to find out where we are.
CHAIRMAN TRUEBLOOD:

I don’t want to press you

into the responsibility aspect of this.
have the resources.

Presumably we

Now, to some degree, we have taken

the responsibility on ourselves.
should we push it back to you?

Is this right, or

36

MR. SORTER:

Well, the reason you have taken it

upon yourselves is because we have failed, really.

This

is an indictment of the teaching profession or research

profession.

I think that might be solved.

neither here nor there.

But that is

But one of the things we can do:

we don't accept any research proposal or we don’t support

any research proposal where there is no place for test.
If it is just an imperative, you shall do this
and you shall do that — for instance, Littleton’s work,

as Chambers has pointed out, it just says you shall do

this, you shall do that, but then Chambers goes around
and does the same thing -- (Laughter)

I think the trend in medical research has been

just exactly away from that.

We have gotten into the

statistical, into the evidential phase of it.

It is

no longer, ”I have seen two cases and therefore I conclude
the following," which is nonsense, which is dangerous
nonsense.

Well, I think what we have to do before we
support a research proposal is to have a formulated postu

late which says this is subject to evidence, and if there
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is not, forget it.

It is nice talk for the debating

society, but not for researchers.

There is another type of research to try to
eliminate logical inconsistencies and sharpen the issues.
I think we ought to do this too.

But a lot of the

research things of the Institute have no evidence.
CHAIRMAN TRUEBLOOD:

There is no question.

But

you still place the primary responsibility on the Insti

tutionalized profession?
MR. SORTER:

MR. SASSETTI:

to this.

No, I place it on us.
I just wanted to address a remark

I wonder if we are not perhaps overlooking the

basic element which might have provoked the situation we

are grappling with.
I recall a question, when I was studying accounting,

which was posed to a professor, much to his upset.

A rather

erudite student asked him, "Is accounting an art or a
demonstrable science?"

Needless to say, the professor

was not able to answer it.
And so just to throw that out, and say, I
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wonder, too, in addition to that, if this action that

has occurred in our struggling to determine whether we
are really artists or scientists, in our approach to

these things, is not influenced in great measure by the
effect which the myriad of commissions and accounting

authorities have imposed on our profession?

My head swims when I think of all the com
missions we have to deal with and all the pet accounting
theories they have.

And I wonder how much this has con

tributed ?
Just last week, I was arguing at length with a
gentleman from the SEC regarding depreciation rates on

utilities, and their concepts are very basic.
two percent.

along.

It is

So, we agreed, as an expedient, to go

We, in our own minds, thought it was not proper.

To this degree, I wonder if the profession has not been
in the position of more or less a counterpuncher?
Someone develops the idea and for various
reasons, whether they be economic or social, social to

the degree they are influenced by, say, for example,
and I don’t intend to impugn the idea of the influence

of the financial PR, but I wonder to what extent this

hasn’t influenced us?

39

If we parallel this to the medical profession,
for example, and this is one of the complaints that I

might say I had, one of the ideas that I am not in com
plete agreement with because I am involved with that

section dealing with public relations, I don't think
you could very well relate our profession to the medical

profession in the sense that the medical profession
operates fairly well without the

shackles of these

other governing agencies or bodies.

And I think if we just stop and think the
number of commissions that we deal with, the number of

people who set reporting standards, and who even have
their pet systems of accounting, if this has not to a
degree influenced the idea of taking off and developing

our own principles from, as you suggested,

the scienti

fic basis of deducing conclusions strictly in the

sterile laboratory, sterile clinic approach to our
accounting problems.

CHAIRMAN TRUEBLOOD:

Bob,

let me twist this

around just a little bit on you, and I think I know
the answer.

I think I know what you are saying, really.

How much should the profession be doing in relation to
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influencing these commissions across the country, state
and national, as compared to the effort they have spent

in that direction in the past, say, twenty years?
And let me give you an example here.

APB

The

has a report or proposition which is

stated somewhat negatively, but it is that a study shall
be made to determine the influence of commission prac

tices upon the development of accounting principles.
Now, are you suggesting or are you proposing
that a major effort should be run off by the profession
in the sense of getting there first rather than --

MR. SASSETTI:
made a note here.

Yes.

As a matter of fact, I

I think we should be protagonist.

As has been suggested, perhaps we should have a sort

of professional declaration of Independence.

And if we

are required by circumstances to follow the dictates of

these various commissions, I think we should be forth

right in saying we disagree with them, that we don’t

feel, as a profession, they parallel our thinking.
And in the research concept, I think we should
concern ourselves with these things rather than letting
the various commissions develop these concepts. We should
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plunge into it and look ahead and attempt a sort of
crystal ball solution to what problems lie on the hori
zon .
For example, a question came up in a meeting

we had the other day on the state taxation committee.
We had a meeting to determine if there was really any

purpose for a state taxation committee.

And it came out,

one gentlemen suggested that it is obvious, if one of
these various bodies developed forms or programs, that

they would be well advised to consult with the account
ing profession.
And, of course, the classic example that came

up was that the Department of Revenue has now a yellow
form which they require.

It is a reconciliation form.

You reconcile your sales tax with the Federal tax return.
And much to our amazement, they obviously overlooked the
fact that there are many taxpayers that are not on a

calendar year basis.

The whole thing was devised for

calendar year reporting.

Now, this is sort of a stunning concept.
Someone down in Springfield does not realize not every
body closes his books December 31.

And the suggestion
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was made that perhaps the accounting profession should

have been consulted.

CHAIRMAN TRUEBLOOD:

We will have a coffee

break and then we will come back and continue with this
subject.
(A recess was taken.)

CHAIRMAN TRUEBLOOD:

Now, we will open up the

discussion on this subject again.

important subject.
on this.

This is a basic and

I don’t want to cut off discussion

Does anybody want to pick up any phase of

what has been said so far or something new?
MR.

ZICK:

If nobody does,

can I have the

floor back for a few minutes?
CHAIRMAN TRUEBLOOD;
MR. ZICK:

Just a few minutes.

One point that Cliff

made is

worthy of addition and of further attention.

He made

the comment, do we have any responsibility for the
rest of the annual report beyond the financial state

ment.

I think the answer to that has to be, yes, we

do.
Whether we like it or not, if the president’s

letter or the text of the report doesn’t coincide with
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what the accounts show, I think we damned well better

speak our piece or we will be in trouble.

A couple of comments for George.

Referring

to the lack of evidential matter to support some of
my statements, and perhaps some views about it, I don’t

know, particularly with reference to earnings per share

and their effect on shareholders or what have you.

All

I can say, George, is, if you don’t believe me, then you

have never in your life dealt with an underwriter or
an investment banker.

You have never been in a confer

ence with them when they were contemplating the price

at which an offering might be made.

And probably you have never sat with a corporate
president, board chairman, financial vice president or

what have you, when they are talking about their ulti
mate results.

And I think those of us who practice the pro
fession will find that corporate officers don’t talk
about the aggregate balance of earnings, they talk to

us about dollars per share.

In my mind, that lends a

great deal of credence to the fact that the boogey-man

of earnings per share, which basically is someone else’s
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child, not ours, was foisted upon us, if you will, by
an outside source, outside influence, is darned important

and I think if you wanted, from an academic point of view,

to document the importance of earnings data described in
per share or something else, all you need do is get out

in the field and you will find it in a hurry.
I think George is suggesting

MR. DAVIDSON:

something a little broader than that -- which you,

yourself, suggested, John.

What else besides earnings

per share is important?

MR. ZICK:

I think it is a totally unimportant

factor in the aggregate.
MR. SORTER:

that it is unimportant.

My own bias is probably yours,

And I have talked to financial

analysts and they qualify it with a lot of words.

I am saying, and you are probably right, is:

All

Number one,

if earnings per share is important, there are ways to
find out, how is it important, when is it important
and so on.

And this is not just by cases.

I mean, I think

the day of just going out and talking to two or
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three or getting a feel, feels are most of the time, I

think, correct, but they can really only be valuable and
used when they are removed from the feel of things and

gotten into knowledge.
We know

there is the evidence for the feel.

It

has to be more explicit.
And the second thing, I strongly disagree with
the fact that earnings per share have been foisted upon

us.

In other words, we sort of say we are not respon

sible for this.

I just don’t think that is right.

We

are responsible for it, if it is wrong, and there may
be something in the way we communicate the data that

focuses on this earnings per share that makes earnings
per share important.

Then we should communicate differently and

so on and so forth.
CHAIRMAN TRUEBLOOD:

Let’s raise this,

George, or move this over a bit.

John,

in his intro

ductory remarks, and I think all of us around the

table

realize that part of this business on emphasis

on certain things or differences with respect,

let us

say, to the handling of releases and so on, have arisen
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because of the rather strong views of the organized
financial analysts.
Now, let’s talk for just a minute about what

we should be doing prospectively with groups such as

these people who really have common interests but a
somewhat different perspective.
MR. HUGHES:

Just to go back one step, would

we not accomplish a little bit more

in this type of

session if somehow we could define short range versus

long range?

As to what Cliff said before about finan

cial reporting, is there any reason why accounting
firms cannot put more schmalz in their presentations,

along with the published reports?
Is there any reason why an accounting firm

cannot use a Madison Avenue approach or any other ap
proach that will add to the president’s message and
the pictorial approach and so on?

Research is a wonderful thing and it is neces
sary, but we must live today.

And looking into the

future, we sometimes ignore the present.

I feel quite

strongly that we do not give the lady what she wants.

We do not give the public what behavioral scientists

today say the public wants.
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Research is a long range program, but what do
we do in the meantime, to improve our image,

if you will?

MR. SORTER:

Do we know what the lady wants?

MR. HUGHES:

I think we know substantially

more in the last five years than we have known in the

last two hundred years, just based on what the data indi
cates today in behavioral sciences.
are not experimentalists.

I think accountants

They want assurances, before

they do something, that it is going to succeed.

And I make a plea for a little more experi
mentation in areas that have no bearing on numbers.

We

are preparing these numbers for people.

MR. SORTER:
point.

And by people.

Sure, that is my

How do people react to this?

CHAIRMAN TRUEBLOOD;

a program of the Institute,

Russ, are you suggesting

long term, should be an

investigation into this kind of thing or are you sug

gesting, as individuals, a kind of experimentation?

MR. HUGHES;

I am suggesting that the Insti

tute encourage individuals to experiment

so their

peers are not looking down their respective noses at

the experimenters.

Anybody can be experimental, anybody
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can be an innovator, but we as a group, will do a much

better job if somebody, one time, will say,

let us try

Let us extend our imaginations, even

something new.

We make them without any help,

make a few mistakes.

so let’s make them a little more daring ways perhaps.
I was thinking it looks like

MR. SASSETTI:

my material is being burned up here.

(Laughter)

I was thinking of a treatment of public relations.

Carey

says one of the inhibitors along these lines, speaking

about innovations, is the profession’s fear of liability.
So, I was thinking of your question, Russ,
from a practical point of view, what happens to the

pioneer who goes out on a limb?
MR. HUGHES:

successful.

He is ultimately financially

(Laughter)

MR. FAY:

It is almost a certainty.

I would like to comment about the

short range and long range findings as of now.

It

seems to me, and correct me if I am wrong, one of the

substances of what we are doing here and for the next

three years if I understood

the

opening remarks, is

to categorize and assign these things in their form and

sense of urgency.

You cannot, at this point,

say
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that this particular problem, which is external reporting,

is short range and long range, it seems to me.

Because,

after all, the grist is going through the mill in three
years of this committee and will come out; this is first

priority, this is now a three-year project or two-year

or ten-year, and so forth.
So, to define short range and long range, I

know we all have our own ideas of particular problems
and how urgent they are, but this point doesn’t seem to
be feasible at least as a guide to our discussions.

MR. DAVIDSON:

Maybe I could say one word about

that.

In one sense, I don’t think there are any such
things as long range plans.

All plans are short range

plans for what you are going to do right now.

That is

the only sense in which any plan makes any sense -starting off today.

I think putting ourselves in the

future and deciding what we are going to do and where

we want to go, so that what we do today bears some
resemblance to the future is long range planning.

CHAIRMAN TRUEBLOOD:

I am a little bit

surprised that we have had no conversation explicitly

on rigidity versus flexibility, which fits here.
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I would like to comment on that.

MR. INGRAM:

John called some of this material in the area of materiality,

which Mr. Carey comments on, nit-picking.

I am inclined

to agree with John, but at the risk of incurring George’s
anger here, I am inclined to believe, and I would call

our profession an inexact science for the moment, that
the determination of materiality is not susceptible to
Mr. Carey’s last comment here, the determination of

official guidelines.
And I am also inclined to believe that

materiality as such is one of the things that is our
excuse for being, the determination of materiality,

whether it is or isn't.

I think if we take this

determination away from us and throw it into a computer,

we will have done something which, in the long range,

is not fair to the general public.
MR. SORTER:

Well, if I do this and all the

things I was going to say later on, can I still stay

for dinner tonight?

(Laughter)

CHAIRMAN TRUEBLOOD:

I am afraid you are

ahead of everybody in the room because you have a
wrap-up session tomorrow afternoon.
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MR. SORTER:

I have done some bit of planning.

I think this is a well received point, that this is part

of our jealously guarded prerogatives, of determining what
is material.

I don’t think it can be reduced to rigidity.

But it seems to me that the Journal came out that

materiality is one of the things to do research on,
and I would suggest there be a project of materiality.

(Cries of, "There is.")
Let me say what the project of materiality

should be I think and I am probably wrongly confident,

that that is not the way it is.

what people think is material.

What is material is
And we don’t really

know what people think is material.

I think what

people think is material varies with the situation and

we have to find out, for instance, if it is five
percent, and if it is always, say, five percent — just
like it used to be cost of capital, say, ten percent
(it turned out from research that, say, ten percent is

very close).
very close.

Maybe five percent will turn out to be
But one of the things, for instance,

that could be investigated is how people react to a
five percent difference in income when there is change.
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Do people react to absolute numbers or to change?
If the five percent we consider immaterial accounts for all
the change in a given year's income, would we say that five

percent change in earnings per share is not material, does
not Influence people's decisions?
I don’t know.

That is a testable proposition.

Another thing we could do is this, would people's

Idea about materiality be affected if this is a random

process?

In other words, if the five percent is because

it is ten percent this way and five percent another way, or

if it is five percent because the firm either cushions or

draws down a cushion?

It may very well be that, if one is

the case, people would think it is material and in the other,
it is not material.
You can construct lots of testable propositions

that should be investigated with reference to materiality.
And I am afraid this is not going to be done.
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CHAIRMAN TRUEBLOOD:

John, you are on, and then

we are going to go on.
MR. ZICK:

This subject of materiality is of

great interest to me and I wanted to touch on it in my

report and didn’t very much.
A couple of years back

I had an interesting

discussion with the president of a large company, an oil

company, who was berating me somewhat about a particular

adjustment that we proposed to their accounts.

said,

And he

”By any standards I have ever heard an accountant

speak in before, this is clearly not material.”
And I said to him,

"Mr. X, I don't disagree

with you in terms of percentages and one thing and

another.

But let me turn the question around and say

to you, as you are chairing a meeting of shareholders,
perhaps a shareholder said to you,

‘Did you make all

the adjustments to your account the accountant suggested

you should?’
said,
make.’

Just to use an illustration,

suppose you

'No, there was one for a million dollars I didn’t
To me you can look at materiality from the

point of view of percentages or you can also look at it
from the point of view of the other guy, and I take the
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general view a million dollars is important to most
people, whether it is material in an absolute sense in
your account.”

And that was a very persuasive argument.

CHAIRMAN TRUEBLOOD:

We move on.

MR. CLIFF FAY, JR.:

Well, we are moving in the

same general ball park and go from center field to right
field.

The chapter assigned to me is the remain

ing important product of the profession other than the
financial statements which John covered in the previous
chapter.

Purposes,”

It is called,

"External Reports for Various

and we are supposed to kick this off by talk

ing about some of the key questions raised in the plan
ning committee and the key questions raised in the
chapter and our own views.

Let me start with a conclusion of the chapter

and I will Just paraphrase it.

The conclusion is that

the test function in these other reporting areas is

currently and in the future rapidly expanding.

And

the questions are posed, is the profession flexible
enough to assist and implement this expansion with modi

fications and adaptability of their reporting and their
standards

of work performance?

55

Now, all of that may not be in the closing

paragraph, but that is my interpretation of the sub
stance of it.

After studying and reading the chapter three
or four times, I was able to sort out somewhat a reason
able approach to these other reports.

Carey starts

the chapter by saying that:
"External reports serve different
purposes in different audiences.”

Well, there are different audiences or differ

ent users of these reports.

I had difficulty in the

different purposes, because I kept coming back to the
fact that every time we write a report, we do so for a
reason. There is a user, I expect the user to read it.
I expect him to act on it.

action at all.

Even if the action is no

So, I keep coming back to the fact that

all of these reports serve one purpose, and that is the
basis of action of the user or a basis of Ignoring or
no action at all.
In terms of the

previous chapter, to invest or

not Invest would be the result of that report.

or not to buy the stock.

To buy

So, we are talking then about
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external reports in three broad areas.

is one.

Credit grantors

There are couple of categories to that, govern

ment, both state and federal including your SEC and regu

latory agencies.

And finally, for lack of a better word,

and there is no word or caption in the chapter, I call it
fiduciary, and others.
And just for short, for my own information, I
call it other people’s money as a nickname for that cate

gory.

Now, I will give you a little bit of discussion

of the problems as he sees them in the chapter.

Under

credit matter, he deals only with our relations with

banks and commercial credit agencies.

He spends con

siderable time again with not any evidentiary matter,
but merely four or five statements of what bankers think

of us, what bankers think we ought to do, and no state
ments as to whether it is one case or two cases or any

reasonable research to support what he is talking about.
So, he poses some, I will call them secondary
problems as to our relations with bankers and with
credit agencies like Dun & Bradstreet and so forth.

These are just in that general area of what they think
of us and so forth.
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I don’t want to comment on that as a question.
I don’t think it is at this point.

There are many, far

more important, I think in that area.
He goes on then to talk about our expanding
role in government and obviously follows the expansion

of government in many, many areas in the last ten or
fifteen years, including the SEC and the new registra

tions and so forth and the FBIC.
And out of it come a couple of problems, as

I see it, and again no specifics were stated in the
chapter.

But

one is an expansion in the area called

the compliance audit.

Government agencies are using the

profession as you might say, as a protective arm and are

asking us to certify, and that is a bad word, to certify
the compliance of business with certain regulations,

costs determinations and other things.
This is going to be an expanding role.

is going to need the profession’s attention.

This

That and

its corollary which I will call the technical usage of

the profession by these government agencies.

In the

book they seem to imply, because of geography and other

economics, government should well look to and is looking
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to the profession to do the field work or the evidential
data gathering

procedure

and report back to the

government who will now do the analyzing, the determina

tion and the judgment and the conclusion.
These then I will put into the area of the ex

pansion of the CPA in its dealing with government agencies

as an attestor to data for their purposes.
They also talked about dealing with regulatory
agencies which Bob just previously talked about, and I
think we have made some headway in that area, Bob.

feel that,

I

in the last three or four years, the literature

has come out at least in the accounting principles area,
and you now say there is further research to be done
on this.

We touch lightly on the state government and
the expansion of our service in the ever-expanding state

and local communities. Again, we will have the same prob
lems in that area of implementation.
The final area he covers is the fiduciary and

others.

First of all,

he makes no ref

erence to what I call the area of social and economic

life which has happened right under our nose in the last
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twenty years, and that is the movement of money.

The

movement of money, and again I have no support for this,

George, for this is Just my guess, I would love to have
support for it, has gone from the commercial banks and
the credit grantors, which he does touch on in the
chapter, to a now so-called massive invested wealth.

I

am talking about the savings and loan, the time deposits,
and the saving deposits in the commercial banks, the

credit unions, the insurance company, the pension funds

the health and welfare funds, the mutual funds, all of
these have happened right under our nose in the last

fifteen or twenty years.
I don’t know to what extent.
they exist.

I Just know that

I deal with them far more in my practice

than with the commercial banker and continually more

and more they make demands on my time, on professional
accounts originating from that source of Investment.

And it is not touched on in the chapter at all as to our
relations or problems with them.

Now, he says, the third area of expansion in
this field is the fiduciary and others.
them for you.

I will divide

6Q

The fiduciary is in essence,

well, he gives

one example in the text, if I can find it.

I believe he

uses the health and welfare reports that we are now re

quired to do for the government.

And that, of course,

is a thing that was brought on by the passage of the
law a couple of years ago and that, I believe, is his

only example of our reporting responsibility where a com
mittee or a group of people have got substantial sums of
other people’s money for investment and for control pur
poses .

Under the other attestation expansion, he is
talking about our reporting upon leases, percentage
leases, compliance with loan contracts and so forth.
He is talking about our expansion in royalty payments

and so forth, which we do have some literature on, small
as it is.
We have our special report

available

some examples.

No. 28

that makes

I have ten or fifteen areas

in my business where we do the same thing and here he

mentions them, by sale, by lease arrangements, bonus

profit earnings plans, purchasing arrangements, all
reporting responsibilities which are going on today in
this other area.
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And I would like just for my own purposes, to

divide the other area into two areas.

One I will call

the business community, the expansion that is going on
as I just mentioned, and the other, for lack of a better

word, I will call the Oscar attestation.
up on the outside in the last furlong.

This is coming
There is some

underlying expectation, and maybe I am wrong, that we

are going in the long range or in the future to attest
more and more to this sort of thing.

And there is an example in the textbook where
we apparently attested to the scientific selection of

a hundred typical users of a new car.
the form of continual
to elections.

We have it in

requests in essence to certify

The Oscar example or gimmick.

I would like to, if I think we could, divide
that away from what I call the expansion in the busi
ness community which is currently going on in our re

porting on leases, percentage overrides, net overrides
and so forth.

Now, that is a discussion of the chapter

and touching on some of the problems and questions.
I would like to put my conclusions to key

questions out at this point.

62

First of all, my first key question is the

problem, how do you change the typical CPA practitioner

or firm from his inflexible thinking to flexible think

ing, taking on these additional manifestations in two
ways, in his reporting inflexibility, in the way he
words his report and the legal liability he is afraid

of.

And there is another area as well, and that is
the economics of the new and the operations of firms

and the operations of professional practice.

Always

when you go into new, there is the economics of handling

the new.

That is the first key question I have.
The second is somewhat along your line,George. How

can the profession obtain more data, research and mean
ingful intelligent help to assist in meeting the re
porting standards of this expanding attest function
and some more data to establish the standards of work

including the gathering of evidential matter at least
to this attestation.
This we have nothing on, as far as I know.

All we have is somewhat from the agencies,
percent of the reporting responsibility.

some ten
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Thirdly, should we divide this expansion into
the ’Oscar” awards where twenty-three percent have more
cavities as opposed to what I call the legitimate busi

ness expansion, business communities’ needs.
And fourthly, it is just a question of my own,

can we afford to be patient?

This is going on more and more in practice.

There is no literature, there is no professional guid
ance.

If we have to wait three years for this, we may

be in essence behind in the real responsibilities

we

may want to fulfill in this area.

About the total available guides, and you may
correct me if I am wrong, as was previously discussed,

Bulletin 28, several articles in the Journal and prob
ably the discussion and literature on the front state
ment attestation, that is the only area that is in the
same ball park.

That one we went through and took

a different approach and said it is necessary, we want

to certify to it, we want to attest to it and then,

correct me if I am wrong, we backed away from it.

We didn’t meet that previous discussion as
it built up.
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So, there are my four key questions in the

It is a broad area, the whole area of govern

area.

ment reporting, your ICC problem,

it is the area of the

commercial credit grantor and all of these credits and
many small businesses are financed by their creditors.

Well,

it looks like everybody is financed by their

creditors.

Not only small business, but it is a part

of the structure of a firm.

But again in this discussion, we emphasize
these things and by now all of us, I think, realize our

emphasis would be slightly different.

Many of them

are statements that they say, or we believe, or there

is some evidence to support, or there are indications -throughout the text there is that type of Introductory

I think we have pretty well followed up on

comments.

that with George’s statement that we need evidential
matter to support those statements.

That is my kick off.
CHAIRMAN TRUEBLOOD:

Thank you very much.

It looks like Sorter had a supporter.

Who wants to take

off on any one of those?

MR.

SORTER: This is a Chicago MBA?

(Laughter)
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CHAIRMAN TRUEBLOOD:

I didn’t read the list.

Who wants to go off on any one of these?

are in order, let’s take them as such.

They

One is the

extension of the function in what we might regard as non-

financial areas or even non-economic areas.

MR. DAVIDSON:
here.

I have a question for someone

Cliff made the statement that he thinks CPA's

are inflexible in their reporting.

I Just wonder if there

is any evidence that this is true?
MR. FAY:

This is my own evidence and it is

from my experience.
audit advisory board.

I happened to be on the Governor's

Just for background, out at

Illinois, and out of the Hodge business came the Auditor
General as a law, to audit this function that is in the

law.

The law also created a five-man advisory board,

CPA's who were to advise the Auditor General, the pro

fession, the Governor, the legislative audit commission
as to the audit standards and the audit reporting and

the implementation of this post-audit function.

It was new, since 1957 and '58.
functioned as such.

We have

We have been in touch with the
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profession, the Illinois Society, its various committees,
the Government committees, and so forth.

I have knowl

edge of the building of this post-audit program in the
State of Illinois by, and this is from my experience,
I state

the profession

came

to this program which

is new with an Inflexible attitude.

The state passed a

law to get an audit in the old-fashioned protective
concept to protect fraud and deficiencies.

The profession stood on its high stool and
said,

"We will not give you that, we will give you fairly

presents."

The usual commercial attestation.

This is

still in the State of Illinois being resolved.

They

have hedged their bending. They have continually kept
in mind the legal liability and the background history

of fairly presents and their theory, which is deeply
imbued in the profession that we are not responsible
for fraud. But here is a case where the Government is
paying substantial money for a protective audit.
It was triggered by a defalcation of substan
tial proportions and we passed the law.

Except

the

profession is having great difficulty through what I

call its inflexible approach, giving them the product

67

that they expect and want.

And this, again,

is my per

sonal experience and conclusions in this area.

So, that was the basis for my comments
MR.

ZICK:

That brings up one or two inter

esting comments to my mind.

I can appreciate what the

Legislature might have had in mind when they passed the

law, the idea that you would be turning out some kind of
document that would give them possible assurance that

there wasn’t a fraud in school district so-and-so, or
community so-and-so.

But I think it is fairly unrealistic approach.

You say the State spends untold amounts of money to get
something. From the point of view of basic economics of

our accounting practices, the State is pretty niggardly
and to get the positive assurance that they want that

fraud, for example, does not exist in the particular
municipal entity, the State would have to spend one

heck of a lot more money than it does.

You and I know you cannot detect fraud in

testing your transactions.

We rely a great deal, or

I should say our program is designed to cope with the

existence or lack of Internal controls.
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I think you are beating us a little bit too

hard when you say we are inflexible in this area.

I

think any one of us would be happy to give any one any

report he wanted, if the recipient of the report was

willing to pay for our services.

But that would mean

in some context, for example, for the municipal audit
or any other audit of examining in detail practically

every transaction.
CHAIRMAN TRUEBLOOD:

Let's move this on a

little bit, and it is an extension of the same subject.
I don’t know how many laws are passed every year.

It is

really staggering the number of statutes that are passed
which include a requirement that an independent audit
shall be made each year for an accounting to the public.

The idea is the same.

An integral part of practically

all such stipulations is some assurance, not one hundred
percent assurance, but some assurance with respect to
the compliance aspect of this statute.

Now, can we relate flexibility to this kind

of thing, which gets

us away from the one hundred per

cent assurance factor, which is a difficult problem?
Now, here you have fifty rules of law which says this
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savings and loan association or this anti-poverty sub
sidy shall be handled in accordance with these rules and
regulations.

Now, what have we done about twisting our

thinking, or what should we do about twisting our think

ing away from the new paragraph?

Can we reasonably expect

to move ahead with Government, unless we tackle this

issue ?
MR. HUGHES:

Well, John confirmed this opinion

that we are inflexible because everything he said indi
cates we are inflexible.
was money.

But the one question he raised

It has been suggested, in this state, in the

past, I know by many accountants, if all the accountants

in the State of Illinois had banded together and said,
”We will not audit municipalities or credit unions or

banks or any other particular groups unless we get a
minimum fee schedule,”as an example -- it never did

pass the conversation stage.

In other words,

if we are

as important as we say we are and we are the only ones

who can do this function, then why have we consistently

accepted substandard fees for the work?
MR. OLSEN:

MR. HUGHES:
ment .

Because you do substandard work.

That is a very serious indict
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CHAIRMAN TRUEBLOOD:

Is there any element of

public service?
MR. INGRAM:

we do the work.

Certainly.

I think that is why

I think the profession owes an obliga

tion to the community.

The only thing, the community in

this case is represented by the State to do this work,
and speaking for our firm only, that is the only reason

we took it.

And I think the comments here are right on
target and that is proven by a little blurb sent out

from the Auditor General to most of us who do State work,
wherein somebody, one of their Representatives or Con

gressmen, I don’t remember who it was, suggested that all
of the Illinois audit work be done by downstate firms, be
cause their fees were lower.
CHAIRMAN TRUEBLOOD:

I still want to impress

upon your mind, Federal statutes, fifty of them, of

which we are doing may be 50,000 or more independent

audits every year without fee problems,

let us say, in

volving compliance examinations.

Now, should we or should we not adjust our
selves to this?
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MR. SORTER;

nating subject.
flexibleness.

Well, I find this a really fasci

I think it does sort of indicate in

It indicates ways the profession might go

into that.
Others are more familiar with that service than
I am, but I hear often in talking to firms and talking to

accountants that, as an example, take the inventory out
age, first they say,

"We want to be 100 percent sure we

are not going to be out of inventory."

Then they say,

"If you move from 95 percent to 100 percent, it will

cost you so much more," and all of a sudden they are
satisfied with 95 percent.

Is there nothing that says

we can’t do the audit or we have to be absolutely sure

there is no fraud?

Can’t the profession or can’t we adopt modern
statistics of other sciences to specify what we are

95 or 90 percent sure, or 85 percent sure and if there
is a probability of 90 percent, there is no defalcation,

that is all right?
I think we could adopt present procedures and

it seems to me that they do follow to

this effect.

It

lies in internal control so it would indicate that we
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have a certain prior probability the thing is working
and, based on that, we will do this, this and that to get

us up to some critical level.
I think we can do more in specifying what the

critical level is.
MR. ZICK:

It occurs to me one problem we face

in that area was simply stated that legislation is initiated

and written by lawyers who don’t understand accounting.
I think there is a great deal we can do and there is a
great deal we can do in terms of compliance audits.

But, if we had an opportunity to deal and dis
cuss with the legislators who were initiating particular
bills, discuss with them the verbiage of the bills, make

sure they understand the limitations that we have -- we

are not some sort of ivory-towered people, we are human

beings and there are limitations upon what we can do.
If legislators understood that and wrote laws, for
example, perhaps writing into it some level of assurance

rather than saying there shall be, I think we could do

a great deal more.
CHAIRMAN TRUEBLOOD:
this, John?

Whose responsibility is
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MR. ZICK:
MR. FAY:

It is ours.

The few examples that I know of, getting

into your compliance area, which is state regulations of
savings and credit union, it seems to me that they have

already in essence, by administrative regulation, deter
mined at least minimum standards of audit procedural work

they will do in some areas.

So, by being involved in substance, by not com
ing out as a profession and saying,

"This is what we will

do, this is how we do our procedures, " we have in essence
not got regulations to follow.
I am not sure I am right, but I am sure that

some of these are Just by administrative law.

CHAIRMAN TRUEBLOOD:

I wonder if the point here

is that, in certain cases, we are much involved in the

development of the regulations, for example, the present

Shriver program.

We are over there every day of the

week, trying to help them.

But isn’t the larger point

that we have got to get out and assert ourselves.
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Say to the Legislature, when you are going to write this law,

we want to be in on it, rather than waiting to be called.
I think that is your point, John.

MR. ZICK:

Yes.

MR. DAVIDSON:
concerns me .

I think there is another point that

You can be a product-oriented and sell a product

you have on the shelf or you can be user-oriented and devise

the products we should have to satisfy the needs of the user.

In other words, the question on the State would be:
did you go down and say,

"Let's write a fairly presents, and

this ought to satisfy you," or did we say,

"We can provide

these kinds of things for you and this is what it is going to

cost you, and this is what it is going to look like?"
I am sort of interested in what people think is
the proper approach to this sort of thing.

Are we really

user-oriented or product-oriented?
MR. HUGHES:

I vote for product.

CHAIRMAN TRUEBLOOD:

When you say that, you mean

there should be a set stock of standard products and no
deviations ?

75

MR. HUGHES:

No, I meant I was agreeing with

Cliff that the people in

the profession that I know are

product-oriented, they are not user-oriented.

CHAIRMAN TRUEBLOOD:

Well, I am going to force

the conversation over to another -- Cliff, you ask too

many good questions.

We are not going to make them all.

I am going into the other area he brought up, which I

believe was inherent in this, the Oscar type of at
testation,

the Chrysler sort of thing and I hope we can

avoid any extended conversation about these kinds of
things.
I think Cliff made this classification clear.

But his point is that we, at least occasionally and
perhaps casually, are moving over into non-financial

and indeed non-economic or attestations that relate to
non-financial or non-economic data.
Does anybody want to pick up on that one?
MR. KALLICK:

Well, I have a feeling we have

been chosen, whether we have sought these things or

chose

them, but I think if we have been chosen, we

have been chosen by our past history, primarily, of
independence

and possibly some degree of ability. I
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am not sure of the other, but specifically independence.
And it would also seem, since we do have this forward

movement and we are ahead in the area in these things,

should we not be trying to accept more responsibility,
to take more of the opportunities that do arise, and
not necessarily be so concerned with our standard opinion?

We can take the approach that we have been independent in
our research, in our program, in our development.

Maybe

this is part of the answer, I am not sure.
MR. ROGERS:

We were discussing this problem

of product and being oriented toward our product or

users.
In all the situations there is a distinction.

In some cases, the requirement for to whatever we are
doing is a user requirement.

In other requirements, it

is required by someone else.

In the case of the school

district, legislation requires the school district to
get audits itself.
itself.

It is only for the school district

It is a check on one of those terrible things

that might occur.

It is like having safety checks on

school buses or having an architect go through the
schools and make sure they are fire safe.
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The minute we are placed in that situation, we

are placed on top of some social organization as a re

quirement that they have not seen fit to notice before

this, we could have an awfully difficult time over the

fee, substandard reporting and sometimes the loss of
prestige of our profession.

They begin to think of us

as being a type of license tax charge and every year we
come in and take a certain amount of money from the
school district.

The same thing, I think, would hold true in

some of these Oscar type things, where the relationship
-- well, the fee would be paid by one and the work re

quired by another.
problems.

These problems are becoming bigger

Really, the requirement for audits to the

smaller types of social organizations have only been
so important in the last ten years.

I think the schools,

it has only been about ten years that they have required
the audit.

We have one now, the requirement that charit

able operations or charitable corporations have to have
some type of audit done annually and have the report

turned in to the Attorney General.
All those have come up in the last few years
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and we can pretty well name, I think, a number of prac
titioners in Illinois who specialize in performing those
functions for unbelievably low fees.

One gentleman does six hundred or seven hundred
school audits for one hundred dollars apiece, which is a

remarkable job.
CHAIRMAN TRUEBLOOD:

Anybody else on this Oscar

thing ?
MR.

PYLES:

I will go on with it and say in my

opinion this area of attestation for these people depends
directly upon the public acceptance of being in fact In

dependent and qualified and recognized, as being above
reproach.

I think that, if the public’s image of our

profession deteriorates,

In fact, I think it could backfire.

sharply curtailed.

People would say,

I think that area will be

"Why have them at all?

Look what

happened over here.”
MR.

LUNDY:

exposed to this kind of certifying.

We were recently
We were asked to

certify to a new laundry machine, how many tons it would
take and this was rather new to us and we started look

ing around for information, and we found there just
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isn’t anything, which brought me to this point, there is

nothing in this area.

My feeling is perhaps the Institute --

I don’t know quite how far they should go -- but they should

have some kind of guidelines as to how far we can go in
this type of thing, not necessarily telling us what type

of audit procedures you should use in this, but some range
from a legal liability standpoint.
to go on this thing?

How far are we permitted

There is nothing.

I think it is important that we get something
immediately.

CHAIRMAN TRUEBLOOD:

grass roots.

Now, we are getting down to

We are talking about how far we should go

and what the Institute should do.

I am going to indulge

in one comment.

I think it was in 1952 when I became Chairman of
the Statistical Sampling Committee.

I think we were almost

at the point where they voted for a bulletin, maybe a not

very important bulletin.
MR. SORTER:

Now, there are several.

I just want to make one comment.

In these things, the product we are selling is our inde

pendence.

I think the real product we have to sell
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is expertise in accounting and economic information.
And independence is there in order for us to sell this

major product.

I wonder if you are selling the indepen

dence too much and what that does to it?

CHAIRMAN TRUEBLOOD:

John, and then we are

going to ask John Rogers to give us his lead-in before
lunch.
MR. ZICK:
I agree with John.

I just want to throw a point in here.
There is not much of record as to

what we can and cannot do.

I think that is up to the

individual involved, the individual firm.

We get a lot

of what we call goofy little requests to attest to some

thing.

We try to determine whether this request has in

the ultimate any economic useful foundation to it.

The best illustration I can give you of how

we turn down: Mr. Hefner came into our shop
I

will

- - _

admit, when Mr. Hefner walked in, it sounded

awfully good.

We concluded for two reasons we would

not accept the engagement.

In the first instance, we

couldn’t see any practical economic utility coming out
of the particular request he made.

And,

secondly, we

were concerned that Mr. Hefner was far more Interested
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in making use of our name for his own purposes than any

That is really what he wanted, and we de

thing else.

clined .
So, I don’t think, Todd, you can find any great

or guidelines to work with.

history

something --

I think this is

I don’t think the Institute can do it.

I

think we have to do it out of our own intellect and con

science .
CHAIRMAN TRUEBLOOD: I hate to cut this off, be

cause it is going tremendously well, but the subject
matter interrelates with a number of other things.
are reasonably on schedule.

John Rogers,

We

if you will

pick up on your assignment, and we will break before
discussion.
MR. ROGERS:

The subject is Opportunities in

Accounting and Auditing, and the subject is intermingled

with the first two subjects and I certainly saw a lot
of what I had to say disappear before I had a chance to

say it.

I think that what I will have to do is depend

on Mr. Carey’s book completely and try to come to the
questions he seems to find, rather than depending on

my notes, such as I have.
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First of all, if you will refer to the chapter
called. Auditing.

And Mr.

Carey very quickly in his

chapter says we won’t be needed any more for auditing
quite soon because these computers will be perfect inso
far as the internal control features are concerned.

We never in the last generation really said
we protected against fraud, so therefore, if we ever

filled a need and

need is gone.

made sure there was no fraud, that

And the final stamp of the coroner will

be when the computer systems are all placed into opera
tion and are performing their functions on a real time

basis.

He then suggests we today have very little
social need Insofar as the review of management -- at

least management fraud, which he suggested, too, has

disappeared.

I suppose he is not thinking of the scandal
of Mr. Estes down in Texas, but he says in general this
has gone.

Once he does away with the need for auditing

for performance of internal control checks and the need
for auditing and the attempt to prove to the outside
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investor that the statements are proper, and just in
passing, he indicates that management is becoming more

and more professional and therefore it is likely that

their statements are becoming more and more accurate,
because they are professional.

To me, the key of his chapter -- well, let

me take up two steps.

Firsts I suggest that we should

have a philosophy of auditing and because George is here,
I will not say too much about the philosophy of auditing.

But I don’t know anywhere throughout the discussion of
this, does he (Carey) talk in terms of evidence and I am
not sure whether it is one of those things that is done

with evidence or must be merely talk.

But perusing this

philosophy of auditing leads him, I think, to really the

only point of his chapter.

He admits that we do audit the information
system, that we have a need today to tell management
whether the system is producing information that they
need.

His point is that we must broaden our scope,

that there is presently social pressures beginning to

be felt, asking the question of what is the corporation,
why does the corporation exist, what is the responsibility

of corporation management?
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He then suggests that there is a possibility

that such questions can be answered.

If they can be

answered, then there is such a thing as a concept of
management performance, standards that could be met or
at least examined in terms of performance and then takes

the giant step forward and says,

“Now, we have found

the standards or the standards which can be found," and
he suggests the possibility -- he doesn’t say definitely
they exist, he Just says they might exist.

He then sug

gests that we are the profession that should audit
management performance.

There are an awful lot of suggestions in the
building blocks to get to this point.

First of all, the

debate on corporate objectives is certainly nowhere near

to the semi-finals, I would say.

But yet it so happens

because of the subject, I had the chance to go down to
the local library and I found there are a number of

texts today discussing corporate responsibility and the
responsibility of corporate management.

There are some questions being raised as to
what relationship the total corporate body has to the

objectives, say, of the political body.

In fact, there
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may be some interrelationships here that could be

examined, I suppose,

in terms of some objective stan

dards .

The question that came to my mind then, when
I reviewed the chapter, the basic question is why do we

exist as a profession?
admitted, really,

We admit now and we have always

that we couldn’t stop fraud.

No one

needed to pay that much money to stop fraud with the,
we will say, 95 to 100 percent assurance.
Our need for review of management probably is

decreasing because I suppose, to a great extent, manage

ment has become somewhat more honorable;
honorable today.

it is more

The Information systems are much better

organized and it appears in the next twenty or thirty
years, the information system will be so well organized

they can get their type of information.

So, we come to the question, what social need
will we fulfill in the future?
I suppose the answer would be the attest

function.
control,

Mr. Carey suggests to a great extent internal

internal operations of these computers and

higher grade ethics of management will do away with some

of the attest needs.
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The next question that comes to mind, can we
fulfill a social purpose?

Is our present scope so

narrow, is the preparation so specialized that in all
probability we are not ready to serve this purpose?

Are we too rigid?

Are we somewhat confined as was stated

here earlier to rigid areas?
Beyond that, then, if we can find all this to

be true, can standards of performance of corporate

management be defined?

First of all, who is going to

find what the place of the corporation in our present

life is, what the needs of the corporation, what the
ends of the corporation are and reconcile those with

the total needs of our times?
And then, who is going to find these standards?
Where will we be in this search for standards of performance

of management if they can be found?

Then the next step is,

are we the logical people to review what has been done by

others and see if they measure against these standards?
I think that is about the essence of that

chapter.
I personally have limited myself not to
discuss the things that are going on because of the
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regulatory authorities requiring more and more audits.

Those were covered before.
CHAIRMAN TRUEBLOOD:

Thank you, John.

we have time for a little pick-up here.

I think

Do you want to

start?

MR. SCHORNACK:

Well, it seems to me no matter

how far we go down the road, the need for the profession,
the need for somebody independent -- and it happens to
be the quality we sell -- it seems to me that need will

As long as there is public interest, there

always exist.

will always be the question asked of the people whom we
have put into the offices and made the public officials,

are they performing?

What have they done?

Historically, we will be reporting on the score
keeping.

And it seems to me that this will just be

continuing.

And the score keeping is getting increasingly

more difficult.
The technological advances on score keeping

are such that who is to say that we will retain our
position?

What I mean by that is that maybe, as was

suggested earlier in the book, we are becoming rather

obsolete.

We haven’t kept up with the technology of

score keeping.

88

And who is to say that maybe another group may
emerge, one endowed, trained and capable of dealing with
sophistication and this group could become independent

and then perhaps obsolete us

completely.

So, when you talk about opportunities in ac

counting and auditing, we have opportunities for survival
and to continue our role.

I think there will always be

a need for somebody in that position.
MR. ROGERS:

I Just want to say one thing.

wish I had said it earlier.

I

When I completed the chapter

and tried to relate it to what I think I will be doing in

the next twenty years in my particular city, and the
people I know and clients I have, and I suppose those
I will get in the future, there was not much relation

ship in my mind.
My clients are not going to computers in the

same sense that is discussed in this book or in the
chapter or in the Journal of Accountancy.

I get some

of these accounting magazines and the formulas that are

in them.

I have gotten to the point I can ignore them.

But, today, as I say, are we accepted today for what we
can do?

Not in the terms of sophisticated bankers who
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only exist in limited geographical areas, but throughout

the country.

We find that, here is a statement made earlier,

banks are presently demanding or used to demanding audited

statements before they give loans.
where I come from.

Maybe they are, but not

Maybe they are, I wish they were.

Not

where I come from.

We have two classes of thoughts about it where
I come from.

That is Joliet and a part of Chicago.

Some

think you are a CPA and they immediately place you above
all other professions as some kind of exalted person, which

you know you are not.

And the other corresponds you with

a green eyeshade and the high stool.
a tremendous area of darkness.

In between, there is

These people who are liable

to downgrade us are perhaps the most sophisticated people

in the city financially.

Those who exalt us are those who

have less and less reason to have any association with us.
But, because they have heard of us, and they have heard of
us only perhaps from the financial pages of the Tribune,

or once in a while a dispute becomes public knowledge,

they tend to look on this as a super-profession, the final

criterion.
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MR. OLSON:

Now, I know it is getting close

to lunch, but there is one area of management information

and the audit, and I think it is probably a long topic
to discuss, but may I take a minute?
One thing John Carey says here, on page 193,

at the bottom, where he talks about computers, and prob

ably there have been more people talking about computers

and what they do with auditing and fewer people involved
with them than in anything I know.

He says that new techniques and procedures

will free the auditor from much of his former routine

and enable him to devote more time and energy to creative
contributions .

Well, my goodness, if he was not doing it be
fore the computer, I would say that the CPA was not
doing his job all the time.

Now he has a computer and

doesn’t have to do the detail auditing work, now he can
do what he was supposed to do awhile ago.

MR. ROGERS:
MR. OLSON:

The green eyeshade.

Well, it doesn’t make any sense be

cause he should have been doing this a long time ago.
But this business about the computer, I think, is quite
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a serious one because we are going off in two directions

right now and, of course, very much can be done through
articles in the Journal and various seminars that are

being held, but I think this is one area, if the
profession does not move rapidly, we can lose it to

someone else.
The CDP’s are coming in.

And you know, most

CPA’s come around a computer and they say, "Well, I

will just run hide or I will get someone from management
services."

He thinks, because a man knows how to

program, he ought to know how to audit and this is,

of course, way away.
I think the computer is not going to reduce the

time, but it will reduce the detailed testing.

Some

where near the end of the conclusion, Carey talks about

some of the objectives and techniques and procedures
changing rapidly.

They will maybe if we get into auditing

of the management information system, but the computer
itself is not going to change our objectives.

the same kind of service that we furnish.

It is

The computer

is just a matter of technique and this is the thing

we should be able to resolve pretty quickly.
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For,
if we don’t, we will run into what I think

is a deadly situation.

That is to have a young auditor,

a CPA who has begun to audit from materials generated
from the computer, where there couldn’t be a mistake.

They apply the old techniques that were used of testing
the transaction and they come out and they say, "My,

isn’t this fine.

It is all right."

The chances are that it would have been all
right in the first place, but the areas where they could
have a lot of trouble have been completely ignored by
saying, "We have never done this before, so nobody can

pin the rap on me.

If we have a problem in the area,

it is not within our body of testing."
I think if the profession moves along in the

fashion that this is good, sounding out ideas, and if

there is an article about this once every two or three
months, at this rate it will take about the time it took
the profession to define internal control, ten years.

I think ten years is much too long.

I think we should

take a minimum of possibly two years to come out and

say, "This is what we should do."
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CHAIRMAN TRUEBLOOD:

Would you like to toss

anything out as to what we should be doing Institution 

wise?
MR. SORTER:
I think the Institute

Well, I have my own views.

Yes,

should put some kind of real time

in terms of assigning people into the research area, to

seek out and discuss with those who have been doing this

work actually what has been done, to define

the problems

that exist and to define these two approaches.
I don’t know that I can do it.

I think there

is one group talking about the use of the test deck.

have my own personal feelings.

I

I have never gone in and

given the bookkeeper a CPA examination to find out if he
is reliable.

But quite a bit is being written and

authoritatively.

This is what is bothering me.

The other group is saying,

"We may never even

have to go near the computer, we will sit and think about

it.”

And to go back to some of the fundamentals of our

profession, of the understanding and use of the systems and

accounting control, and in this fashion audit, some will

say,

"Well, what are you going to do when you

get in court and you have not even been near the thing,
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and all you have is a series of logical statements"-well, I don’t know.

I wish somebody would find out pretty

fast because, if we move in that direction and say we don’t

have to have the evidential material we used to have — to
show that we looked up a series of a hundred transactions

but rather we have a series of logical statements that in

(and

the absence of somebody fiddling with the equipment

assuming that we have reason to believe that it is diffi

cult to do because there are controls over that); we

can accept information solely on the basis of logic, and

we do not have to go in and actually pick out a trans
action for test and so on.
I don’t know, this is way off in one direction

and to some CPA’s it is frightening.
CHAIRMAN TRUEBLOOD:

But you have no question

in your mind that in the institutional sense, there is
some responsibility in this area to you and everybody

around the table?
MR. SORTER:

Yes, because otherwise I think

we will be off, one part of the profession doing it this
way and another another way and somebody will say,

"You

people don’t know what you want to do,” so I think we
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need some techniques, not principles, and I think it is
something that could be done.

And my point is, because

we are not talking about principles, which would take
some time, I think it can be done rather quickly.

CHAIRMAN TRUEBLOOD:

Now, we will recess for

lunch, and if we get through lunch in a orderly basis,
we will have a short wrap-up session on these first

three subjects immediately after lunch, and then we will

move into the next bracket.

Lunch is to be in the Presidential Suite.
(The meeting recessed at 12:00 o’clock.)
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FRIDAY AFTERNOON SESSION

OCTOBER 23,

1965

The meeting reconvened at 1:30 o’clock with

Chairman Trueblood presiding.
CHAIRMAN TRUEBLOOD:

Well, I will steal fifteen

minutes from the afternoon to wrap up the morning session

on reporting, if anybody has any ideas that need to be
said.
I think we sort of changed the scope of the

conversation on taxes and management services.
all Interrelated.

It is

But let’s have a free-for-all on what

we did this morning.

Did anybody have time to think during lunch?

MR. PYLES;

Well,

just starting out with one

of John’s comments, he touched on a subject that I

think is probably more
rest of you.

dear

to me than perhaps the

He raised the question about what the

public thinks we are and what do we think the public

expects.

And later on, we got to talking in the realm

of the attesting function for institutions and govern

mental units, and we said we were rigid, non-flexible.
And we described this as being that which we

were engaged to do.

97

It is all well and good that we are engaged

by people to do things for them.
school district.

So, I think we are not advocates of

I think we say to the school

what we should be doing.

district,

We have to audit the

"Here it is."

And then when something occurs,

we turn around and look one at the other, and the public

really thinks we have done more than we have done.
We claim to have no responsibility for fraud.
Perhaps it is not that serious.

But yet, when we do the

audit of a credit union or a savings and loan and it

turns out later there is such a fraud there, I think

the public blames us for it.
MR. OLSEN:

I think they should if you have

not done enough work to --

MR. PYLES: Let’s assume we have.

MR. OLSEN:

I don’t see how you can for the fee

you are getting.
MR. PYLES: Assuming the fee is adequate and you

have this and you do your attesting and, by our own

admission, our tests are not designed to discover fraud.
I think the public blames us for not discovering it.

MR.

OLSEN;

Well, I think the fraud, if it
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the type of fraud we are talking about, where the public

is interested, then I think the normal attesting would
uncover some phase of it.

CHAIRMAN TRUEBLOOD: But you are not suggesting,
Harry, no matter what type of fraud? Is there not an area,
no matter how satisfactory the fee,

in which we still

honestly, in a technical sense, cannot insure against

fraud or embezzlement?
MR.

OLSEN:

We cannot assure.

CHAIRMAN TRUEBLOOD:

So you are talking about

relatives?
MR. OLSEN:

Yes.

MR. PYLES:

Or about the Allied Salad Oil.

MR. OLSEN:

I am talking about a case other

than the Government.
CHAIRMAN TRUEBLOOD:

This ought to get some

conversation.

MR. SASSETTI:

To view this from you might

say advisedly a less noble position, I can’t say I would

unalterably buy this concept.

Anything said about these

attest functions and the peripheral occupations such as
(to the contrary)
the Oscar,
^ I suspect, to a degree, we are being asked
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to do these things because of the concept of infalli
bility rather than independence and technical pro

And I think we, by this process, sort of

ficiency.

find ourselves on the horns of a dilemma.

And I think

it sort of traces itself back to this concept Cliff

brought up earlier as to what is expected of us by
this audit commission, the boiler plate type certifi
cate, and fraud cases and so forth.

And I think, if I may give you an example,
we have probably all had this experience : the taxpayer
who comes to you and asks you to prepare a tax return

because he equates a certain amount of infallibility
with the CPA in the preparation of his tax return and
then is nonplussed when he finds out Uncle Sam has
the audacity to ask him to come in and explain his
tax return.

I think this is something we should face.
It is not really a pie in the sky attitude,
facing this concept that they have.

it is

In other words,

fraud can’t exist if the CPA is around.

A Mr. Clean

type of concept.

CHAIRMAN TRUEBLOOD:
it?

What should we do about
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MR. SASSETTI:

about it.

I think we should be realistic

Communicate the fact that either we have built

up or there has been built up a false image about us.

Did we build it up in the

CHAIRMAN TRUEBLOOD:

first instance?

Should we now tear it down, or is it a

matter of education?

MR. SASSETTI:

I think it is a matter of

education and understanding.

I wouldn't say we really

built it up but I do think we have to admit that it exists.
I think when I see the gentleman in the frock coat on the
stage at the Awards Dinner, whatever it is, or the Oscar
Awards,
it is really a fact that this is incontrovertible

evidence because there is this CPA standing here, see.
There is none of this connotation of the fair presentation
of the ballots and so forth.

CHAIRMAN TRUEBLOOD:

They are not making

assertations on how to count ballots, are they?

MR. SASSETTI:

Well, I think the lay public have

no concept of what is involved.

They have just seen the

status symbol, this image of infallibility which is
represented by the CPA and I think that our
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Legislators and the lay people, the consuming public,
to a degree, have this concept.
has been good for us.

ience, people say,

I think to a degree it

I have had the personal exper

"Well, a CPA preparing a tax return

means Uncle Sam will accept it ipso facto."
MR. HUGHES:

You don’t argue them out of it,

do you?
MR. SASSETTI:

injury.

Only when it redounds to our

(Laughter)
MR. SORTER:

I will use this opportunity to

get something in you stopped me from getting in before -

sneaky.

But I do think we have some responsibility.

In other words, we don’t say fairly represents to a stan

dard deviation of plus or minus five percent.
fairly represents.

We say

And this was my opinion about

materiality.

What is material depends, I think, upon the
way we communicate materiality.

If people don’t under

stand what we mean and we really mean plus or minus five
percent, then we are not doing out Job.

We don’t repre

sent that what fairly means is within tolerable limits;
we are not doing our Job of communicating.
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We live in a relativistic rather than an absolute
world.

This is hard for us to face.

We all have to

have absolutes, absolute good, absolute bad, absolute
right, absolute wrong.

It just doesn’t work that way.

Even in physics, it is not a question of a

certain electron going in this orbit, but there is a

probability that electrons will go in this orbit.

I

think we have to face up that this is a probabilistic world.

There is no absolute.

There is no one hundred percent,

only variance within certain limits.

And I think we

are failing in our communication if we don’t specify

what we really mean is not earnings per share, but
earnings per share plus or minus a certain amount.

CHAIRMAN TRUEBLOOD:

Rob Roy gave that same

speech at the Dallas meeting and he makes essentially

the same point that we have created a deterministic
philosophy or attitude or communication or whatever
you want to call it, by our own process and we must
convert this to a probabilistic understanding.

MR. SORTER: I think this is very difficult.
I have noticed in our students who have to take quite
a bit of statistics. When first they are told, it is not that
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this is so, but there is a 90 percent probability this

is within this and this; firsts they say, "To hell with
that.

Throw it out."

And then, finally, they sort of

argue out, "If the mean is 100 percent and something

happens in the tail end of the distribution, then it
couldn't be.

Somebody cheated."

You, I am sure, have more evidence about this

than I do.

So, it is a sort of human thing that we do

look constantly for the absolute, the right thing.

And

it is very hard for human beings to accept a relativistic,
probabilistic world.
I face the same thing in geometry.

in high school we were given lines:
line parallel to this."

I remember

"There is only one

And suddenly I was told, "Now

you can draw an infinite number of lines parallel to
this."

In some level of my being, I can accept one as

useful for bridge building, one is useful for atom bombs,
but I keep edging toward which is it, and I think we

have this constantly in accounting.

This is right, that

the behavioralistic implications of our report are very

important.
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George, can you help us,

CHAIRMAN TRUEBLOOD:

can you tell us, what can the profession do about ex
plaining this to the investing housewife who is my

neighbor?
MR. SORTER:

Yes.

One of the things is that

I think we should change our certificates to indicate the

margin of errors we are willing to admit.

CHAIRMAN TRUEBLOOD:

And you are suggesting

that they should be specified?
They absolutely --

MR. SORTER:
MR. OLSEN:

Absolutely?

MR. SORTER:
MR. SASSETTI:

(Laughter)

Relativistically
I was going to ask George what

it looks like or sounds like, one of these relativistic
certificates?

MR. SORTER:

Well, I would say that it fairly

represents, within the following tolerable limits of
error.

In other words, we are not infallible.

MR. SASSETTI:

We have some of those and

they are called substandard today.
MR. SORTER:

(Laughter)

Well, if you look at the opposi

tion, for example, one thing that keeps having relevance
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is twenty-five years ago is this symposium on restora
tion of asset values after the World War.

"Well, we can’t admit we made a mistake.

One says,
We can’t

admit that some of the things we do are based on esti

mates and these estimates are Justified for the period
we looked at, but Just turned out to be unreasonable. ”

The very fact that we have fully depreciated

assets on the balance sheet says we are willing to admit
errors.
MR. SASSETTI:

Are you suggesting that we

base our certificate in the subjective?

MR. SORTER:

Yes.

CHAIRMAN TRUEBLOOD:

Rob Roy, being an engineer

working for accountants, and who can make recommendations
very

easily

came up with,"net income for the year --

this should be within ten percent of a reasonable figure."
(Laughter)

MR. SORTER:

That doesn’t seem to be as pie

in the sky as it might be.
MR. SASSETTI:

But how to satisfy the in

vestor?
MR. SORTER:

We don’t know.

How do we know?
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The one thing you are arguing is the earnings

figure is misleading, is wrong, is misused.
we can’t say this is somewhere,
MR. SASSETTI:

MR. LUNDY:

per share
Then we say

it is unlikely.

It is posture.

If you try your approach, I think

you will create such utter chaos in the investing public
they will not accept anything we do.

If you start giving

statistical terms to laymen, people who have no under
standing of statistics or statistical terms or what they
mean, I don’t think you can get that sophisticated with

the public.
I don’t think you can do that with the public.

CHAIRMAN TRUEBLOOD:

MR. LUNDY:
Well,

How about the courts?

I am not sure even with the courts.

let’s say, if you go before a jury.

talk about the judge.
most cases.

Let’s not

The jury is made up of laymen in

How are you going to explain that to them?

I think there is a place for statistics, but

I don’t think it can be taken all the way to the extreme
where you give an opinion, you say,
statistics ,within ten percent

"Based on these

this is right or wrong."

What you do is destroy the confidence of any
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reader.

This lack of confidence they have today.

They

wouldn’t understand anything you tell them.
MR. SASSETTI:

I was going to say you brought

up a very important point.

Can you imagine yourself on

a witness stand, giving testimony on accounting statis

tics, contemporary with the Perry Mason line of reason

ing, where you have to answer the question, yes or no,
unqualifiedly and you say you can’t answer it yes or
no, and the attorney says you must say yes or no?

CHAIRMAN TRUEBLOOD:

I have given court

testimony in the terms of probability.

MR. OLSEN:

He is talking about cross examina

tion, one side and the other, where if he has an adequate

attorney, he would lay the groundwork and explain this

is what we normally do.
MR. DAVIDSON:

I would like to say there are

standards for the legal admissibility in the courtroom
of this type of evidence at the present time.

They

are fairly clear-cut and they are well couched from

the statistical point of view.
CHAIRMAN TRUEBLOOD:
up your reserve for this hour.

George, you have used
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MR. SORTER:

I will sneak it in some other

MR. INGRAM:

I have brought this up three times

time .

this morning, but I have to come back to it and express

a minority view.
And very briefly, I will just mention the

salad oil scandal and the Billy Sol Estes scandal.

I

don’t think the accounting profession can today, and
certainly not yesterday and probably not tomorrow, ever

completely wash its hands of the responsibility of un

covering the defalcation, embezzlement, fraud, whatever
you care to call it.

I think that, by and large, it

is what we are trying to do today.

I figured I would get back down here, but —

CHAIRMAN TRUEBLOOD:

You are saved because

it is time for Harry Olsen, on Taxes.
MR. HARRY OLSEN:

It was delightful, but I

think we are getting down to the more important aspects

of why we are here.

(Laughter)

Taxes in its entire play in the accounting

profession is becoming more and more important.
matter of fact, in our own terms, it

As a

accounts for a
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fifth or a sixth of the work that is done, and that has

grown over the years.

I think it is probably because

of the fact that it is getting more and more complicated.

More and more individual and corporations and other types
of taxpayers are demanding the services of accountants.

Let me give a little observation to start with.
I didn’t care too much for the discussion on the book

that was given to us in this area.

I think it is too

general.

So, I am not going to use that at all to make

my presentation.
The first thing we set out to discuss was

relationships with the bar.

I would like to give a

little observation from our own firm.

We believe that

we should not have any problems with the bar for
several reasons.
First of all, -- no, before that, let's say,

just by the very nature of the fact that we get in

volved in court cases and laws and regulations, quite
a good percentage of those interested in taxes have a
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legal background of one sort or another.

Because of

this, we require that anyone who joins our tax staff

must also be an accountant if he does have a legal back

ground .

Secondly, we tell him from the start that he
is going to be in the accounting profession and he will
be required to sit for the CPA examination.

That is

thrust upon him and he knows that he cannot go beyond
the staff level unless he is a CPA.

So, we believe that,

plus the fact that

he is required to work on the audit side for about a

year’s time in total before he is allowed to work with
taxes,

pushes out of our firm those who

are interested in looking at the tax side primarily from

the legalistic standpoint.

Looking at the problems that we face with the
relationships with the bar, I think one of the first

big problem areas is dual practice.

I received, I don’t

know why I received it, where they got my name, but I

did receive about six or eight months ago, a letter
from a group, along with an application blank and I was

asked to fill it cut and join the group that is
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promoting a dual practice organization, where you are

supposed to be able to practice as a lawyer one day and
as an accountant the next.
Now the group that is working with the American

Institute on this particular area, they are acting to
discourage this practice and I think most every state

is going along in this area.
I was asked by those in our own office what

our position was.

I told them we would not stand for

any one of our members participating in this particular

area.

The second problem that has faced the com
mittee is the hiring of lawyers by CPA firms.

This prob

lem came up primarily because of Dean Griswold, because

of the fact that accounting firms have been hiring law

school graduates and we are actively recruiting in law
schools.
I say we, because I think most of the larger

accounting firms are recruiting from law schools, ac
counting schools and most any school developing men
who are qualified in our profession.

It is

getting to be increasingly more difficult to fill the
pipelines of the

men whom we need.
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The Bar Association has reduced its activity
in this particular area because of a survey which showed

conclusively that lawyers hired into accounting firms are
guided into the CPA route.

We require that the young man

become a CPA, pass the CPA examination before he pro

gresses beyond the staff level.

We discussed previously Senate Bill 1758.

I

don’t think we need to cover that at all.

There have been a few cases recently con
cerning

unauthorized practice.

There is one in Texas

currently, where the case arises out of an attempt to
collect a fee for doing tax work.

It seems most of the

cases you get in this area are like the case in Cali

fornia, I forget the name. Whenever the accountant who

prepares a claim for refund or a protest to the Appellate
staff and where the results are not too satisfactory,
and he tenders his fee and the client thinks it is too

high, that is when the question comes up.
In that connection, I would like to mention

that I assume that most of the firms would be about the
same. We believe that the legal work should be with the
law firms and the accounting work should be with the
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accounting firms.

However,

there is quite a bit of work

that we can’t separate between the lawyers and the ac

countants.

It is for that reason that I believe especially

that there are three types of cases where an accounting
firm should not become involved unless a law firm is
also involved.

Because of the fact that a large ac

counting firm that has a great deal of work with law

firms, both in the auditing and tax areas, I think
this is a must area in these three cases -- first of

all, if in a disagreement with the Internal Revenue

Service, the amount of money is large or the problem in
volves other than a factual area and it appears that

the case will not be settled on the lower levels, and
there is a good chance of it going to the Tax Court,

then we believe that an attorney should be involved
and active at that time.

We follow the practice that we do not repre
sent clients before the Tax Court.

The second area is the case where the client
comes to you and says,

in you.

"I have a great deal of confidence

I have a lot of business in connection with

financial problems.

I am getting up in years and I have
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been told by my friends that I should be thinking about

estate problems.

Would you mind analyzing my estate

for me and giving me recommendations?”
We believe at that point that we would refuse

the engagement unless a lawyer were also involved.

We

have learned this from hard experience in cases where,
as a typical example, the client asked us to review his

affairs and we told him that a lawyer should be involved.

He asked us to go with him to his lawyer and the presenta

tion was made by the client and the attorney said,

”I

can’t visualize that we need to get into this area.
have been handling your affairs for years.

We

There can’t

possibly be any problems.”
And the meeting ended at that point.

After leaving the lawyer’s office, the client
said,

”I can’t believe what he says and I want you to

proceed ahead. ”
In this particular case, we did.

This was

done by the manager without the partner being involved,

and we prepared a lengthy document which was delivered
to the client.

The next thing that happened he delivered it
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to the lawyer and asked for his comments.

We received

about a fifteen-page letter discussing and cussing and
that is where I got into the picture.

It was quite an undesirable experience.

We

finally got it ironed out, but it is that kind of thing
that makes us come up with the conclusion that we cannot
be involved in estate planning areas unless the lawyer

is involved.

The third area is the case where an individual
or a corporate executive comes to you and he says that

he is involved in a very complicated problem.

He hasn’t

been filing tax returns and the Internal Revenue Service

is

going to examine his affairs and he has heard of your

firm and he believes that he would like to have you come
in and represent him.

At that point, we refuse to accept the engage
ment.

At least, that is our policy.

And we tell him

that his only salvation is for him to talk to an attor
ney because we cannot protect him from a Federal case.

We will be very happy, after he discusses this matter
with his attorney, to work with the attorney and develop

the facts of the situation.

We certainly cannot be
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involved, going over to the Internal Revenue Service and
arguing the tax case for him.

Outside of those areas, we believe the account

ing firms are better suited to handle the tax work for
clients than lawyers in general.
I could give you examples all afternoon of

situations where small law firms,
to us.

let us say, will come

I am sure it happens in almost every other firm

at this table.

taken on.

And they have a tax matter they have

They have no idea how to proceed, either in

volving a complicated estate or trust generally.

And

we then assist them in solving their problems.

Now, this is for the reason that, after a man
has had five or six years of experience at the staff

level, he then tends to specialize.

He spends all of

his time working in the tax area, studying in the tax

area, so he becomes pretty much a specialist in taxes
and he is in a position to give adequate service to

clients.
I think that at this point probably is a good

opportunity to say that I think the small accounting
firm probably has the same problem in that there is
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not enough time in the day for a man,

let us say, one

or two partners in the firm, to keep up on the account
ing side and also on the tax side.

So, in quite a number of cases, we have been

involved in preparing tax returns and handling tax
matters where a small CPA firm works on the outside and

we have come in and proceeded to take care of the tax

problems.
A couple of other matters that have come up

recently, there is a recent case where the law
yers have
criticized --and inthis particular case, the lawyer members
of the group joint committee on the Bar, criticized a

public tax court decision in which certain of the tax

consequences in the transaction were covered in a memo

randum which was submitted to the court.
The lawyer was quite disturbed because the
subject matter was very close to a legal interpretation.

Upon investigation of this particular matter,

it was

found that the memorandum was requested specifically by
the attorneys and so they, the lawyer members of the
committee, dropped it.

I think that covers a little or pretty fairly
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my comments concerning the relationship of the Bar. Three

or four years ago we had a number of reservations about

our future with the Bar Association.

But I believe that

has been smoothed over.
We, as a firm, have no particular problems in

working with the Bar Association and with the legal firms,
because, as I say, we try to bend over backwards in let

ting the lawyers do the law work and letting us do the
accounting work.
Now, into the subject of tax accounting versus
business accounting, this problem comes up quite often

where the question is whether it would be better from a
financial point of view to disregard what is best from
the tax point of view.

First of all, I suppose the old discussion

concerning

LIFO

inventories is proper to come in,

regardless of the fact that the value of the inventories
greatly exceeds the amount set up on the balance sheet.

Here the values required to be reported on the books

must be under the

LIFO

think we have a problem.

method.

There I don’t

Where we do have a problem

would be where you have differences of reporting.
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For example, we have discussed a little bit
this morning the situation where the firm, the company
chooses to use direct line balance depreciation on its

tax return and yet uses straight line on its books.

I don’t think I need to get into pros and cons as to how

that should be reported on the income statement.
The investment credit, I can give you two or
three articles by Leonard

like.

Spacek

on that if you would

(Laughter)
I believe that, from a tax point of view, we

should be helpful to the clients and not hinder them. We
should present our taxes in a realistic way so that we

do not hinder the accounting presentation.

And with that, I will leave it open for dis
cussion .
CHAIRMAN TRUEBLOOD:

Thank you, Harry.

To go back to this dual practice thing, first

because I want an explanation.

It is my understanding

that the Bar has prohibited dual practice, but we have

not as yet done so?
MR.

OLSEN:

Is that right?

As I understand it, the Joint

Committee, the lawyer members of that Joint Committee,
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are agitating for a definite action on the part of the

American Institute to discourage dual practice.

But

the American Institute has not done so.

CHAIRMAN TRUEBLOOD:

But am I correct that

the Bar itself has prohibited it?

MR. OLSEN:

Yes

CHAIRMAN TRUEBLOOD:

Does anyone have a point

of view as to whether we would be better or worse off in
terms of the whole picture?

I think the American Institute

MR. OLSEN:

should definitely take a stand.
MR. FAY:

It is long overdue.

MR. KALLICK:

I have got some way-out thoughts

about this thing because it really affects my size firm,
and I think it affects the national firms.

I wonder if

the day might come when national accounting firms would

very well be interested in the business, the corporate
aspect of law?
I can foresee a time in business matters, an

acquisition, for example, where the accountants , the
firms’ tax man, the SEC men and the lawyers, might be

there -- it becomes a rather bulky meeting, and also
very costly for the client.
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I just wonder if the time might come when

accountants might be considering handling this area of
public law in general.
Also, as another aspect, too, in terms of

travel.

Most accounting firms have offices throughout

the country while most law firms do not have offices

throughout the country.
MR. OLSEN:

But the company that is involved,

if they are involved in a big acquisition, they are not
interested in talking to Joe Doe out in Podunk where

this company might be.

They are interested in talking

to the man they respect in one of the larger companies.

MR. KALLICK:

The point is I believe there is

a definite interest in having this all under one roof,

the law work.

MR. OLSEN:

I disagree heartily.

We can't

possibly get involved in that because there are so many
things.

When we get through discussing the accounting

and the tax problems on a larger merger, the lawyers

will come up with a big book of things that have to be
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considered from a legal point of view and we couldn’t

handle it to start with.
MR. KALLICK:
handle it now.

I agree with you that we couldn’t

But couldn’t the time come, when we begin

to grow into other areas?
MR. OLSEN:

Well, then we are in the area we

are in competition with them.

Then we get way back to

the point where the lawyers would criticize us severely

for having any one on our staff with a legal background.

After all, they were pushing for a time to say, if you
have a man qualified to practice before the bar and he

works for an accounting firm and does work that could
be done by a law firm, you are getting into unauthorized
practice of the law.

And the more you get into this area, the more

dangerous it will become.
MR. SASSETTI;

In other words, the legal

profession has taken a position if a man is

a member of the Bar and a CPA and is concerned directly
with the business of public accounting, if he involves

himself in the matter of law, he is engaged in the un

authorized practice of the law?
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MR. OLSEN:

There was some talk of that.

MR. SASSETTI:

MR. OLSEN:

What is the logic behind it?

Well, I think the logic is they

like to retain as much work as they can.
MR. SASSETTI:

The less noble side of the

MR. DAVIDSON:

How do you reconcile

question.

this posi

tion with the fact that there should be compliance examina
tions?

MR. OLSEN:

Well, the law firms are equipped

to do it.

MR. DAVIDSON:

We said this morning we had no

problem about certifying
law.

in compliance with the

What is different from this in the tax area?

MR. ZICK:
ference.

I think there is a distinct dif

One is acknowledging your ability

to be able to read and there is quite another in inter

preting case law, what the courts have to say and so
on.

CHAIRMAN TRUEBLOOD:

We didn’t get very

specific this morning. There are compliances and there
are compliances.
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MR. SORTER: Let me raise the question on evi
dence,

as I have been doing in the past.
Somebody said they were embarrassed because

their wife couldn’t balance her checkbook.

I am con

tinually embarrassed if somebody asked me about paying
Income tax, because I can’t pay my own very well.

But

I am always fuzzy about the relationship, the logical
relationship of tax and accounting per se.
But let me get the opinion of the group as

to what place is there, why in the CPA exam do we have
a section on law and not a section on economics?

CHAIRMAN TRUEBLOOD:

nicely.

I can answer that very

In the first place, a decision has been made

hereafter there shall be no examinations of law.

Only

of the uniform commercial code.

Secondly, in many states the examinations do
not cover it.
Did we get off that for a moment?

MR. SORTER:

That Just makes me feel good.

(Laughter)
CHAIRMAN TRUEBLOOD:

gesting,

looking at the

Well, now then, you are sug

long range, as to what we think
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now about where we should be, we must, as a profession,

tackle the dual practice problem.

You are suggesting that

we should, in fact, take a position similar to the legal
position.

MR. KALLICK:

I raise the question of the

impact of the relatively new thought on computax.

How

is that going to affect us?

MR. OLSEN:

Well, actually, computax is just

a means of deleting about ten percent of the clerical

effort.

All you do is have someone analyze the

transactions and write them down on a form that will

then be punched into IBM cards.

You have a computer

that computes the tax and prints it out on a form.
The computer doesn't do any thinking for you.

Have you seen the form?

MR. KALLICK:

MR. OLSEN:

Oh, yes, we have decided to use

this on a test basis this year.

I don’t think the form

It is simply a matter of

does anything for you.

organization.
The form, I think, would make it

MR. KALLICK:

very simple to consider.

The big objection would be

to preparing it.
MR. OLSEN:

To answer that question this way,
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the amount of individual work in a large

firm is a very

small percentage of the tax work that you do.

I would

like to see a law firm prepare a complicated consolidated
return as an example, or some tax return for a large
corporation.

They would just throw up their hands and

want no part of it.
Going to the question of

CHAIRMAN TRUEBLOOD:

the lawyer versus the CPA, what implication does this

sort of thing have now on our 55,000 members?
MR. OLSEN:

I think it has a distinct possi

bility of taking out a lot of clerical work that would

otherwise have to be handled by our members on an over
time basis.
I think it has dramatic possibilities.
CHAIRMAN TRUEBLOOD:

And this is so simple as

the computer is with us?

MR. OLSEN:

Yes, it is just a matter of pre

sentation of the knowledge.

Many of the large banks

are also considering presenting this to their customers,
saying,

"Here you can come in and we will analyze your

affairs and the computax will prepare your return.”

CHAIRMAN TRUEBLOOD:
here.

I cut somebody off over
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MR. INGRAM:

You didn’t cut me off, but you

said the computax will delete about ten percent of the
clerical work.

Was that a considered opinion based on

a study you folks had made?

MR. OLSEN:

No.

Well, let’s say this.

Our

San Francisco office used it last year and that was

their analysis of it.

I think that it is almost im

possible to determine how much clerical effort you

A certain amount of returns that

would save.

came in goes into computax this year, assuming we use
it, will be returned to you for the first time.

Then

consider the amount of work you would have to go through

in analyzing how much clerical effort you did save,

and I don’t think we are willing to do that, but our
estimate is about ten percent.

MR. KALLICK:

Then there is a parallel between

that observation and the one that somebody made this
morning that the computer is not going to save a heck

of a lot of effort.

MR. OLSEN:

tion costs,

it saves a small amount of clerical effort

and that is all.

return.

Well, I think it saves reproduc

And it costs ten dollars for every
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You have to decide whether you want to use it
or not.

Of course, for the smaller accounting firm, it

definitely has possibilities.
CHAIRMAN TRUEBLOOD:

Harry, you touched on net

income determination for tax purposes as distinguished
from net income determination made for business or finan
cial purposes.

I had a very uncomfortable two hours in Dallas
with the Commissioner because I was the only officer

floating around without a commitment.

He made a com

ment to this effect, I have forgotten the technical issue,

you know, a year ago or something like that, I called in
the accountants and I wanted some help to get something

straightened out and they looked at it and said,
is a fundamental question.

’’That

We can’t answer that.”

I raise it as a kind of generic question as

to our relationship with governmental aspects of tax
ation.

Should we be really going down the road and

trying to narrow the differences between tax and finan
cial accounting?

Is it not possible?

Should it be an

objective ?
MR.

OLSEN:

I don’t think we should have that
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as an objective, to have the books on a tax basis.

I

think the books have to be presented on a sound account

ing basis.

Then realize the client has his best foot

forward on a tax return and let the chips fall where
they may.
MR. ZICK:

I think that is a truism of life,

that Harry was just mentioning.

It seems to me there is

no necessary logic between good accounting and good busi

ness reporting and what the tax law says.

The two are

not related.

CHAIRMAN TRUEBLOOD:

And we, in effect, should

not spend any effort in trying to get that?

MR. SASSETTI:

To the extent we might say,

or at least I would say, that the objectives of tax

accounting and what we consider good financial account

ing are not necessarily a parallel.

Perhaps we could

work to that end.
The object of tax law and tax accounting is
one thing and the object of our accounting is another.

MR. KALLICK:
here.

I am drifting to another topic

Harry, you didn’t touch on the attest function

on tax returns and I just wondered what thoughts you

might have on that.
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MR.

OLSEN:

tant things to cover.

I think there are a lot more impor

The American Institute came out

with their statement on attesting tax returns, and I don’t
think I have anything else to say.

I think they said,

if you sign a tax return,

and I think our policy is, if you have anything to do with

a tax return, you ought to sign it.

is improperly stated

If the information

and you would not want to sign it,

you should not have anything to do with it to start with.

Now, when you sign it, that means you are satis
fied with respect to that return.

I believe, if there are

any questions, for example, with respect to a corporation,

I can go in and look at a set of books, and if they have
not done an audit, I analyze the accounts to such an

extent that I am satisfied with respect to that return,
and if I am not satisfied, I ask enough questions that
I am.

If I go to individuals that do not have a set

of books, I satisfy myself by asking them sufficient
questions to satisfy myself, and then I sign the return.
The fact that I am signing it does not mean I

am guaranteeing it.
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What I was referring to, is some

MR. KALLICK:

thing else, something that this chapter in the book men

tioned, in 1963 about attesting to the tax return.
CHAIRMAN TRUEBLOOD:
MR. OLSEN:

a

statement that said,

Self-determination.

On our tax returns, we used to have

”We do not do this or we do not

do this." We have gotten away from that on the theory we
feel you have got to do enough work to say, as far as

you know, the information you have is the proper presen

tation for tax purposes and therefore we have signed
on that basis.

CHAIRMAN TRUEBLOOD:

But I think Harvey is

pressing you towards something closer to the British

system.

I am not Just sure

what the British system is, but having signed the return,
the government accepts your determination.
MR.

OLSEN:

I don’t think we will ever get to

that point.
CHAIRMAN TRUEBLOOD:

MR.

And you don’t want to.

OLSEN: No.

MR. KALLICK:
are going that way.

Mr.

Carey says on page 183, we
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MR. OLSEN: I don’t think we will ever get to

that point.
There are so many differences of opinion about
matters.

What about footnotes?

MR. KALLICK:

MR. OLSEN:

You can’t use footnotes and attach

ments there.
MR. KALLICK:

MR. OLSEN:

Why not?
Well, the fact you have a foot

note or an attachment means, as I would see it, that

there is an alternative and if there is an alternative,
then it is all the more reason for the Government to say

they will not accept the determination.
In other words, the Government

MR. KALLICK:

would accept what we have done except for this?

MR. OLSEN:

The reason I don’t think that

will ever take place is that the accounting firms, and
I think I am making the right statement, as long as

the statements are on a conservative basis, we wouldn’t

take exception to them.
For example, on repairs at our expense, per
haps we would; for example, the company expensed a building
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and possibly we would take exception to that.

But all

sorts of things get into the expense section where the
Internal Revenue Service quarrels with you not only on
capitalizing them, but on the life.
I don’t think we will ever get to a point where

we can satisfy the Service.
MR. SASSETTI:

May I Just get back to this

point, bearing out what you are saying . perhaps I should

have explained in a little different sense, the philosophy
is different.
I think we have predicated in the profession
for a number of years our purpose or objective is immut

able, and that is measuring the financial data for a

given purpose.

The tax laws are administered, depending

on the area, (A) either to operate as a stem to inflation
ary trends, or (B) to encourage the Investment of capital
or (C) to siphon off excess profits and down the line.
So there is a mutation which occurs in the objective of

tax accounting and, until we get to the point where we
are in parallel with these objectives, then the mantle

of the professional standard toward this objective can’t
be carried forward.
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CHAIRMAN TRUEBLOOD:
tion.

Let me ask you this ques

Are you suggesting that there is a degree of

advocacy

in tax work that does not exist in non-tax

work?

MR. SASSETTI:

I would suggest insofar as the
The ob

objective is concerned.
jective of our attest function in auditing
thought all these years has been immutable.

we have
The con

troversy that rages over how to treat these various de
preciation

concepts and credits and so forth is a

result of the fact that the objectives which the Congress

had and legislated was not necessarily what we would con
sider good accounting.

CHAIRMAN TRUEBLOOD:

I see.

George, your last

comment.

MR. SORTER:

Concerning your comment, where you

said you would like to see the narrowing of tax and busi
ness --

MR. OLSEN: I said that?
MR. SORTER:
MR. OLSEN:

You raised the point.

I raised the point.

MR. SORTER; I would like to see the difference
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grow.

—

It seems to me exactly the same points you made

I think it was best illustrated in a letter to the

New York Times several years ago, where somebody raised
the point when New York State went on the withholding
tax. They said,"well, isn't it unfair that 1957 income

was untaxed because, before they were withholding in

1957, they paid tax on 1956 income and now in 1958,
they are paying tax on 1958 income."

point.

They raised the

Well, what difference does it make, you pay tax

each year."

All you are doing is saying,

"Well, this

rate will be applied to this base." That is all you are

doing.

This is exactly what tax accounting is. And
I, for one, despite the deficiencies of the accounting
practitioners and professors,

I would be hesitant to

say the Congress in all its wisdom in fiscal policy and
other things and economic objectives as it legislates
in Washington could tell me what good business report
ing is.

I, for one, would like to see the difference
grow.
CHAIRMAN TRUEBLOOD:

Bruce, are you ready?

136

MR. DAVIDSON:
a management

Might I inquire, do you speak as

service man or general service man or some

thing else?
MR.

OLSON:

If it gets too hot in management

service, I switch over to auditing and if it gets too

hot over there, I switch back.
I suspect my real love is in auditing, because
I have done that most of the time.
how I got into that.

I am never quite sure

It was a year or so ago.

But in

this short period, I have found more interesting things

that have happened, things that we have not been doing.
In

trying to find out why we haven't done them, it

is because we have so many things that are in this chap

ter that no one really knows what management service is.
It is a convenient term that is being used and

defined in a number of ways and probably the biggest
problem brought out is that we just haven't, as a pro

fession, decided what it is, even though we have been
doing it as many years as we have needed to do it.

But getting to the chapter Carey has in his
book, I might say that we found the space devoted to
this is relatively small for the number of problems
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related to it,or perhaps the number of problems we get

into in our own business.
And here, again, being an old auditor, I have

sympathy for many of these problems that have been

brought up by those working mainly in the auditing and

accounting area, and have now developed a sympathy for
those who are trying to accomplish the area of work now

called management service.
In this chapter eight pages are devoted to
the concept of management service,which I think is the
most complicated part and raises the most questions.

I

would like to come back and talk about that last.
The other half of the chapter I would categorize
as discussion of the operations of management service as
practiced.

In this part, he discusses how we got started

in management service work, with a check list of start

ing points, reminding us that all the work we do in some
way is called management service.

Sometimes I think the best definition is the
backward one that everything that does not involve the
attest feature or involve the preparation of a tax re

turn of some sort is management service.
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This is great if you are trying to get a lot

of management service work, but it is kind of a backward
definition.
So,

in the book he simply lists a number of

things most of us already do in one form or another and

it will be a starting point.

Here the discussion of

qualifications is merely a question of what qualifica

tions are needed to render this type of service.

And, mind you, there is a question in my mind
in reading the chapter, we haven’t decided what the
service is and we begin to discuss what our qualifica
tions are.

So, it is pretty much of an academic question.
We

end up with, well, we don’t know what qualifi

cations are required and we haven’t decided what we

are going to do.
The question on the demand for services is

easily settled by saying it is rather large.
the section dealing with growth, this is dealt

easily by saying it is tremendous.

And in

with

(Laughter)

There are a couple of questions that have
plagued people about management service work, and these
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two questions, I take it they are the people who wonder
whether we should be in it, and they raise the question
of independence and the question of competency.

It is

a pretty good one, and I think it could be explored at
some length.
The one on independence, the management
service committee of the Institute has spent a great

deal of time on it in recent years and has issued a

number of very well written documents that have con
vinced me anyway that I am more independent in manage
ment service work than I was in auditing work.
(Laughter)
You know you are doing an audit and you are
working on financial statements and you say to the com

pany,

"I think you had better increase your allowance

for doubtful accounts by $50,000,” and he will say,

"All right,”

knowing if he doesn’t, this puts him in

the position you mentioned, where he has to make all
these adjustments.

So, once he has done that, increased his re

serve to $100,000, handled his deferred taxes and so
forth, now I say,

”I would like to give you an opinion.”

140

Now, I don’t think, if you really think about
it you are really independent when you have said to him

indirectly,

”I should get paid for all this stuff.”

(Laughter)
If I were an auditor, I would come over and I

would engage my services and I would begin to work and
I would say,

"Well, it might be a good idea if you have

a production control system in which you know what your

inventories are all the time.”
And the CPA says,
dent.

is.

"Well, you are not indepen

You told him he ought to know what his inventory

How can you audit what you have done?"

And I say,

"Now, that he has this inventory on record, the fact

that I helped him get started in no reason why I can’t

look at it objectively."
The second area,

competency, this is a really

difficult one and one that should be discussed in our

profession because if we are going to go into manage

ment services in a large and tremendous way, and deal
ing in areas of psychology, engineering and mathematics,
I would say that, before we can touch this, we must have

competency ourselves.

The man who carries the CPA
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certificate, well, we are going to Just build a fence
around ourselves unless we define competency, not as

the ability to express mathematical formula, but perhaps

the ability to understand why they are being expressed
and in a supervisory sense understand the work that
has been performed in that area as competent. I don’t

know.

But I think it is a subject that should be dis

cussed and studied further.

If it has been, I don’t know.
The next area touched on is the area of the

attest function.
whole book.

This is literally throughout the

This is a tremendous subject.

In this

particular chapter, he more or less, or at least I get
the point,

limits the attest function or suggests that

it might pertain to two particular areas of work in the

information system.

While I read this throughout the book, I am
not sure I found a real definition as to what the information

system was or why it is any different from the general

ledger.

I think it is pretty good; we have been audit

ing for a long time.

So, I don’t know that there is

really any question as to whether we have the ability
to audit.
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But he adds the other one of organization. And

I happen to think this is the one where we can develop
the capability of rendering an attest function.

Now, beyond that, you get into a whole host,

which are not brought up in here, but you are talking

about the general area of management and my own view is
that we will have to have some kind of boundaries on
which we can give an opinion or technical standards to
which we can relate or make comparison.

He then touches on management service and
operations research, questioning if they are related in
any way.

He suggests that they are complementary, that

it is possible for a CPA to deal with an area in which

there may be a slight scale of relative probability that

something will happen and I think that this particular
area will move considerably further.
I am not sure it is going to be in the statis
tical sampling area, as such, when we begin to establish

the liability on a probability basis, but some of the

other aspects of business operations, success and fail
ure of a given operation in its relative possibility can be
determined in a scientific method.
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He then deals with the second and the future.

Here, again, it is great, and we must do it, how are we

going to do it so it will aid our practice?
The section under services,and this relates
back again to several other chapters--I am

not sure, I

think he came to the tail end and had a few things that
didn’t fit under the others and he put them in.

His conclusions again are that it will take a
lot of hard work for us.

Now, to move to what I think is the guts of
this, in the first eight pages, about what the concepts

are, what is management service and what is the scope.
In some ways, the eight pages kind of remind me of many

of the older CPA’s that I know,who kind of think that
the less they talk about management service -- maybe it

will go away.

Or at least they will retire before it gets
too far along in their practice to be bothered with it.

CHAIRMAN TRUEBLOOD:

You don’t have anything

like that in your firm, do you?
MR. OLSON:

Well, I don't know, but I have

seen some other firms -- I think probably many of you
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are familiar with this kind of concept.

You get some

who just don’t talk about it and that is fine.

I mean,

they will admit that they haven’t gotten into the
management service area and they just don’t talk about

it.

They are really not much trouble.
The bothersome ones are the ones that are con

vinced that they have to help it go away.

(Laughter)

And yet, when you get talking to them, they all say,

”No, it is great.”
Some of them are saying,

"It is great, and

everybody else ought to do it, but let us stay away
from it, or we will have nothing but trouble."
I don’t think this is true.

So, that this

question of what is management service, I think, is
an ugly question.

John Carey points out in the pro

fession there seemed to be two general concepts of

where we are going.

Let’s take the one which

has some very good written discussions with it.

Bob

Trueblood, whether he likes it or not, is represented
in the Carey book as an advocate of one area, of one
concept of management service work.

There is an

alternative view as expressed by Dr. Devore.

These
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are not opposing views, they are two different concepts.

You can't say they are opposing concepts, they are just

different ways of looking at it.

I will attempt to tell you what I think these
two views are, if you will listen, and with some

trepidation, I hope you will.
The first view, I would think categorizes

management service into various elements of work, cost
accounting, marketing and so forth.

It says, when we

examine our practice, we look at these areas, are we

competent to do work.

If we are, how far do we go and

what types of work do we undertake?
And it approaches the problem from this side.

Incidentally, I think most of the firms, organizations
of management service, are organized in this fashion,
specialists in cost accounting, industrial engineering
and so on.

So, it makes a lot of sense to look at the

problem this way.

And the concept goes on to say, when we do
identify these categories of work, we must then establish

our competency.

We can look at our educational
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requirements, our need to practice, our service to clients

and so on in these areas.
The second concept goes off in a little differ

ent way and it said, it doesn’t matter really what we are
doing, it is how we do it.

And it says the auditor, and

I should say here it makes the grand distinction, that
we really don’t know what we are today.

Are we certified

public accountants or are we certified public auditors?
There is quite a difference.

Accounting is

a skill, a science, an art, however you want to define
it.

It has boundaries,

are skilled.

it has a standard.

All of us

Most of us had our education in account

ing and we are being certified public accountants.
But then we work with this accounting many
times in the way of an auditor who looks critically at

what is done and says,

"Does this meet the requirements

of the accounting discipline area in which we can then

say this is good or this is bad?”
in a searching way.

Auditors look at it

We learn to define problems,

to

look at a problem, to approach it, to come to a conclus

ion or a Judgment and render findings.
Now, if we think about our work in these two
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areas, auditing and accounting, and incidentally that

again follows through everything in the book, when we
talk about financial accounting

to

the investor,

my question is, are we reporting as a skilled account

ant or as an auditor?

I think you get two different answers.
And, as management service, if you look at

yourself as an accountant, then you would be limited to
cost accounting and the like.

as an auditor and say,

If you look at yourself

’’Now, my skill really has been

in approaching a problem,

then it doesn’t matter what

it is as long as I can get the technical work behind

me.” Let’s say,

work.

it is an organization or appraisal

If I am satisfied that the work of a psychologist

or someone who has a skill and education in this,and
that his approach to the problem is an analytical one

in which we are going to be responsive to our client,

the Government or whoever it is, then I, through my

skill, can render service to him as a professional man..
Now, in the second one, we are approaching it
on the skill of the CPA and this opens the door quite

wide into all areas of work that we can do, provided we
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have the ability to approach the problem. Obviously, we

have the one, the construction of an atom bomb that would
be beyond our capabilities, probably.

But, other simpler

things, we could probably get to.

Within the area of management service, as I

say, these concepts seem to be the focal point that the
profession should be thinking about.

Once we decide and

get some agreement among ourselves as to which way we

are going to go, then I think we can establish all the
other things, what the educational requirements will be,

how we will report, whether we will get the opinions on
management and so on.
So, it seems to me futile to get too deeply

into the subject until we go back to the concept.
I would like to make one other comment on

management service in our profession.

So much of the

work that the accountant does and auditor does in ac
counting has to do with the past, analyzing what has

happened and what it means.

This is all very important

because anything done in the future must rest on some

kind of understanding of where you are today and where
you have been.
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But most of the management service work deals
with what will happen in the future.

What will we do,

how can we be responsive to questions people will ask

us and what is the best course, given the facts at the

present time, for us to pursue.
This is the area that is, I think, fraught
with danger.

sorry.

It is not mentioned in the book and I am

You get an inkling of it when you get into

SEC work, because you know, and rightly so, the SEC will

jump on any company that begins to give a glowing picture.
That isn’t fair.

You don’t know this is going to happen

unless you have honest, statistical data to back you up.
So, they are quite careful in protecting the investor

from the kind of dreaming ideas people have.

Well, if we move into the attest function in
the management service area, what is going to happen in

the future?

And this is going to be very difficult be

cause as you begin to try to measure your judgments

against the future possibilities, without getting down
to what the odds will be, and I hope we never get to
that stage, of trying to qualify ourselves statistically,
it has to be a judgmental situation--based perhaps on statistics.
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But I thinkthis is one of the management services problems

which I think will follow us, no matter whether we go
on concept A or B.

Well, this is my understanding of the chapter.
As I say, I think there could be a great deal more devoted
to this kind of thing, what these problems are.

I hope

the Institute continues to work through its management
service committee and others and determine where we are

going to go and I hope settle on these concepts as quickly

as possible.
CHAIRMAN TRUEBLOOD:
MR. HUGHES:

Thank you very much.

I would like to clarify one point

for my own understanding.

Your definition of accountant

and auditor, is that shared by the group?

The accountant

per se has boundaries and is narrower in scope than the

auditor?
MR.

OLSON:

I didn’t mean to say that.

the other way around I would think.

It is

Auditor coming

from the, what is it, Latin or Greek, meaning to listen.
That means,

if I understand the definition, that an

auditor could be an auditor of anything.

MR. HUGHES:

That is the reason I raise the
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question.

My concept of the two words is the reverse of

what you said.

MR.

OLSON:

Accounting is much like engineering,

it has disciplinary boundaries within the educational
field.

You have a way of describing various things.
MR. HUGHES:

I always look at auditing as

having very narrow boundaries based on --

MR.

OLSON:

I think I agree with you but I am

using different words.

CHAIRMAN TRUEBLOOD:

If I may interpret this,

I understood him to make a distinction, but not to specify
a definition.

The distinction being an accountant in

the sense of, say, financial or money

result areas

as distinguished from the auditor, who in a larger generic

sense looks at the whole business operation in terms of
lots of aspects in respect thereto.

Am I fair, Bruce?

But not including only

the debits and credits of the financial statement.
MR. SORTER:

Let me make two points.

I have

used the distinction of accountant and auditor before

and let me just make a homely analogy.
The student:

at least 50 percent of a student’s
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ability is the ability to take an examination which may
be due to the auditing skill.

The other 50 percent is

knowledge in the subject matter.

Both are really neces

sary .
I think it is quite true the student who takes

an exam has a certain amount of success due to his ability

to organize his materials and take exams.

I think this

is the same skill we have as an auditor who is able to

evaluate.

However, I find myself going to the first view
point.

I think,

be neglected.

in addition, the other 50 percent can’t

I think an auditor in addition to having

the skills of auditing, to cover every area, he has to

have a very broad specific knowledge about the field he

is auditing.

I think one of the dangers we have is

that maybe he is an auditor who doesn’t know much about

the subject matter.

When you audit part of it, there is a danger.
I

think accounting should expand its past

aries.

However, I think in order to do this, first

of all, we have to have a pretty good

bound

skill in

the areas we are attesting to, and I am afraid the second
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viewpoint has to be sort of shoved off, pushed to the

other side.

As I predict, the student who only has the

ability to take the exams will fail; the auditor who

has only the ability to audit will fail.

Also, it seems to me that the description

the profession in the future will be wrong.

of

I visualize

accounting as the reporting of all the quantitative business

of management.

So, after all, I get very mad at finan

cial analysts when they tell me,

”I look at this firm

and I think here is the skill of management.”
Well, the skill of management that does not
reflect decisions in different types of analysis is empty

and meaningless.

So, the accounting function

it purports to be a report of history,

right.

that is all

There is nothing wrong with history.

are talking about today is history.

as far as

What we

The judgment we

make is history once it has been made. It is right or
wrong,

it is history and can be reported in meaningful

action.

So, that I think the accounting profession

itself, while it has history,
tion lies in the future.

its proper interpreta
Therefore I think the
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distinctions are really not as broad or as clear-cut.
But I think accounting, while relating to history, has

to take into account every time we make an asset ex
pense, we are talking about the future.

Every time

we talk about potentials, service potentials, we talk

about service and the potential in the future.
So, I think in general, accounting, itself,

can be broad in the sense that it reports all quantitative

All of the business forecasts and so on are

business.

part of the relevant history of the business, and are
part of the problem of accounting.

So I think this is

a real danger, number one, that we are slighting the

knowledge necessary for good accounting in the future
by making a distinction, and number two, we are saying

just because we can take exams, we are going to succeed
in areas we know nothing about.
MR. ZICK:

clarification.

I want to ask Bruce a question for

You made the statement we have been

auditing general ledgers for quite some time.

I wish

you would expound on that theory.

MR

OLSON:

I should perhaps correct myself.

We have been auditing financial statements.
I only had fifteen minutes.
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MR. FAY:

One thing was not clear in my mind.

It was in your closing remarks about something to the
effect, when we get into the area of the future, where we
are going to have problems.

As I understand it, and I am talking from only
my own personal affairs and practice, continually and

more and more, we are called upon to formally and in

formally advise or consult or render management services

in areas where the decision is the future -- cash pro

jections, gross formulas, investment decisions, buy
lease, estate planning, tax advise, all of this is con

tingent upon the future.
All of it, I assume we are all doing at the

Therefore,

present time in some form or another.

it seems to me we are in the future, we are doing it.
And if I understand your last sentence -MR.

OLSON:

You are exactly right.

been doing this for many years.

I think my point here

is when we put it in writing and say,
opinion."

We have

"Well,

it is our

I might use a specific illustration, we are

used to saying in our opinion this represents the af
fair as it exists today and say in psychological
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appraisal, we now give an opinion, this man will fit or
not fit, or maybe fit, a series of qualifications.
This is an area I did not bring up.

CHAIRMAN TRUEBLOOD:

Glenn, can you give us some

perspective on this?

MR.INGRAM:

This I am going to pass.

MR. HUGHES:

In his last dissertation, George led

me to believe that he was speaking of an individual rather
than a firm.

He said there is danger in not having all

of the accounting

ment

partners necessary to operate the manage

services area.

At

least it is important to me to

know whether he is speaking of an individual or a firm.

CHAIRMAN TRUEBLOOD:
MR. SORTER:

The pause that counts.

I suppose I am talking about the

firm, but let me draw an analogy.

We have on our faculty

all sorts of odd people, anthropologists, psychologists,

sociologists and so on.

The question arose in my mind

early, why should we do it when we are part of a great

university?
We have a psychology department, a sociology

department, why do we create a little microcosm of our
own?

But this quickly evaporates when we found out that
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we farm out either research projects or classes to

They didn’t

psychologists, sociologists and so on.
really get involved in this.

We had a guy we played

poker with and we met over the lunch table and they be
gan talking about this new accounting and then and only

then could they contribute.

We have one psychologist, as good an account

ant as many people.

He is working on budget for cor

porate personnel and various other things.

I think it is

the same way with the firm,too.

MR. OLSEN:

You are speaking of Individuals

or firms, are you?

MR. SORTER:

I think the general approach

that most firms take is that the tax man, the administra

tor has to do some auditing, has to know some account
ing.

It is necessary.

Else you don’t get Involved

in the thing.
MR. DAVIDSON:

question for you.

Bruce, I have got a

You have mentioned the two contrast

ing views,if you want to use that term.

What is the

extent of polarization within the profession at the
present time around these two views?

That is a very
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pragmatic question.

How far apart do you think the

attitudes are?

MR.

OLSON:

I was hoping before this. Bob

might have responded to Walter.
standpoint of

First of all, from the

a reader of this book and having taken

the material that was put in,

was my interpreta

tion as a reader corresponding to what you were try

ing to say?
CHAIRMAN TRUEBLOOD:

this in terms of the present.

I should talk about

The

argument which

you have extracted from chapter 11, does that con

stitute the only philosophical split within the long
range group?

My position being a matter of record of some
years prior to what was it,

1959 or somewhere about

that, the other point of view was largely written by

Gordon Murray who is a specialist in management
services

and they are contrasting points of view,

but I agree in large part, they are not incompatible.

It is just the same thing exactly, except that I think

in my point of view, I put more emphasis on competence
in the subject matter than what I call the permissive

point of view.
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I characterize the dissenting footnote, as it

were, as an expression of the scientific method which is

appropriate to the psychology, medicine, what have you,

everything, whereas I think medicine, medicine as a pro
fession, even though it uses the scientific method, does
specify a subject matter and has a pretty strict series

of levels of competence.

I think this is the distinction.
But, to bring you to the present, the manage
ment service committee, and I think it is unfortunate

that in a sense the statements were not written very
well, proposed statement No.

1

on scope and statement

No. 2 on competence, there was basically no issue on

competence, but the statement on scope came out sound

ing like this, CPA’s can do in the management services
anything which they are not otherwise not permitted to

do in terms of statutes.

But the vote within the management service
committee was 18 to 3.

Now, remember, the management

service committee are all management service practi

tioners.

When it got to the executive committee, this

statement of philosophy was rejected and these two

statements have gone back for redoing.
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I agree with everything you have said in the

sense,

if we get at this, we are going to get into

trouble.

A

We must get at it and we must get some speci

fications out, even though they are more permissive

than some of us would like.
But the new committee is now attempting to
redo these things.

the coming year.

This is their basic mission for

I think it is really, I hope I am not

being Pollyanna about this, but I think it is really a
matter of rewriting rather than redoing, because I

think the two points of view are reconcilable.
The other point I want to make is that the

statement of extreme permissiveness seems to come from

the management service practitioner.

When you get over

to the general service partner, who is generally the
guy right on the executive board, he is kind of old-

guard .

MR.

OLSEN:

May I ask a question?

I can’t

understand why we need to have the American Institute
come out with such a statement.

From the tax

side, I can’t see why we need to have them tell us

I can only get into certain phases of tax practice.
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It seems to me, as long as the work we do
does not interfere with the management decision that
the extent of the work we do should be up to the firm

itself rather than having the American Institute tell

us what we can do.
MR. OLSON:

Perhaps I can answer this.

think it is going to be a limitation.

I don’t

I don’t think the

profession will say you cannot deal in personnel or
organizational problems.

But the difference will come

in terms of the Institute’s and the profession’s efforts

in recruiting people for the profession, determining
what will be in the CPA examination, determining whether
we will go ahead and get attest functions.
This is what the public asks.

It is not going

to be you can or cannot do this.

MR. OLSEN:

But they can say you have to be a

CPA before you do this kind of work?

MR. DAVIDSON;
way.

input

You

might talk about it in this

If you are talking about the long range future, the

you are putting into the profession and what

you expect to get out will have a fairly definite im

pact twenty years from now.

You are faced with telling
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them what sort of thing you do want, what sort of input
you do want.

Until you settle this question, you are

in a fairly difficult position of telling what you do

want.
CHAIRMAN TRUEBLOOD:

Harry, the experts in

my firm estimate 95 percent of our volume is susceptible
to either statement, but 5 percent should be considered

under one side or the other.
But there is a practical situation here also
in terms of the long range, whether that is three or
five years, in the sense of the SEC Commission.

Several

commissioners are very concerned about our statement of
position insofar as what we are hoping to get into, which,
I am sure, is one of the reasons Bruce got into this

subject.

And this is a real practical thing as dis
tinguished from this wishing we had a better book to go
by.
MR. OLSON:

Here again, I think the profes

sion is dragging its feet in the sense that you speak

of the executive committee and some of them are looking
a little askance at it.
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I wonder if they are putting their full effort

toward telling the SEC and the public about this question

of Independence?

The material is all within the Institute,

but I Just question the amount of publicity and the amount
of usage.

CHAIRMAN TRUEBLOOD;

If it will relieve your

mind, there is a date set for March, with the full text.
MR. INGRAM:

Well, I need some education here,

but I suspect there are others here who have the same

problem.
One thing that might throw some light on it
for me would be why have several, for instance,

large

firms form separate corporations to handle MS?

CHAIRMAN TRUEBLOOD:

You are asking me that

question?
MR. INGRAM: I don’t know the answer. This
is not a loaded question.
MR.

OLSEN:

You mean, separate partnerships,

separate corporations?
MR. INGRAM:

Is there more than one?

CHAIRMAN TRUEBLOOD:

two.

Yes, there is at least

I can’t answer the question myself.
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MR. INGRAM:

Is it because of this basic dif

ference ?
CHAIRMAN TRUEBLOOD;
MR. SORTER:

I don’t think so.

Let me answer one question as to

what to do about it.
I think I agree with your viewpoint.

Don't

you think the skills in these areas of subject matter

eventually become part of the skills for the general at

test functions?
CHAIRMAN TRUEBLOOD:

This is my position that,

if you have a responsibility on the one
side of auditing a sophisticated inventory control sys

tem and then on the other hand, you ought to have the
competence to design it.
MR.

SORTER:

So won’t that eventually --

CHAIRMAN TRUEBLOOD:

get on the road.

I think eventually we will

We are in this peculiar position of

being in transition in terms of technology and compet

ence, and I honestly believe that, ten years from now,
the then input to the profession -- well, how do you
understand that?
MR. SORTER:

I thought that was it.
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MR. LUNDY:

Well, where does this lead?

Let's

go all the way down to this sole practitioner, the sole

practitioner with the big client.

Where does he go?

Does he just suddenly bring his shingle and go into some

other business?

Where do the small local firms go?
Let’s take the fifteen to twenty man firm who

can’t afford to have a specialist just in inventory con
trol systems, but they have someone who is reasonably

knowledgeable in the area but who cannot be classified

as an expert, where do these people go?
CHAIRMAN TRUEBLOOD:

Who would like to comment

on that?
MR. KALLICK:

Well, I think there are going to

be some elaborate developments.

MR. LUNDY:

I think we should be concerned

with developing as many people Internally as we can.

CHAIRMAN TRUEBLOOD:

George’s point is con

cerned with your question, too, that the input into the

small firm as the input into the large firm will change,
too.
MR. LUNDY:

More sophisticated type of people.
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Differently trained.

MR. SORTER:

MR. LUNDY: Trained so that they can adapt to

this kind of service better than the auditor could?

MR. ZICK:

It seems to me that the problem you

speak of is one of the small firm who finds himself in

that position now, failing to make the investment that
he now sees he should have made five or ten years ago.
He should not wait much longer.
MR. DAVIDSON;

In that respect, I don't think

the problem is any different.
MR. OLSEN:

This is something that was not in

the book and I was curious as to why it was not.

It is

the relationship of the subject of internal control to
all of this area,of all of the work we do.
And I raise this question because of the long

history of the profession in struggling out with the

definition of internal control which came out only in
1958.

And the interesting thing is that the profession

has decided, as well as it has, that within the area of
accounting control, we are responsible and we should take

literally equal responsibility.
And in the area of administrative controls, we
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are, I believe the words are, are interested.

And it

describes the definition of the area of internal control
as the plan of organization and methods and procedural
efficiency.

Yet it seems to stop right there in 1958, and
this would have to be done through the Institute.

Some

how this responsibility which has been accepted by the

profession and then literally dropped -- we then begin
to talk in other areas and be concerned with other work.

But if we say we hold ourselves in the areas
of accounting control responsible for the plan of organi

zation, then I think CPA’s have already taken this as
We, as far as I know, have

an accomplished fact now.

done nothing about it in giving advice to the profession,
setting some kinds of standards for reporting and investi

gation .
I don’t know, maybe this is part of the In

stitute’s work.

CHAIRMAN TRUEBLOOD:

Well,

I certainly agree

with you it should be and I give you the assurance that

it will be.
All right, Todd.

We now move to professional
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These things all get mixed up.

standards.

I know we are

not finished with management services, but again it is
a logical lead into concern about attitudes and ability

and general competence in education and training.

MR. LUNDY:

I am going to get into the problem

which invariably we ask most people in the profession.

You

ask them, what is your biggest problem and they always

say, people.
I will try to get into the people question and
try and stay in the time limits, although I know I have

a problem.
I am going to bring up a new proposition and I

know my head will get chopped off for it, but I will try

it.
First of all, I am going to start by going back

to the high school student where I think one of our big
gest problems lies right now.

I am glad we have our

public relations man here, because I think our public

relations is very bad and our public image particularly
with the student is very weak.

We, as a profession, are doing much more and

should be getting credit for,

let’s say, a higher level
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in the society than I think we get credit for, parti
cularly by the young people.

You ask the children what their views are of
an accountant and it leaves them a little flabbergasted
and particularly if you ask some of their friends.

So,

I don’t think we are getting through to the young people.
And if we don’t get through to the high school

student, how are we expecting them to come in and take
the accounting curriculum and get an accounting educa

tion?

We don’t get a chance to sell them.

So, the biggest problem I see initially is
attracting the top people to

theprofession, and frankly,

as I say, I don’t think it is a problem at the college

level.

I think it is a problem that goes far beyond

that. This all comes under public relations and public

image and of topics that are covered by them.
So, first off, I would like to say, this is

where we must begin, by improving the image.
And perhaps we should give -- I understand

there are many programs being given at the high schools.
Carey points out some of the materials being used as

rather poor, and I am in agreement with that.
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I think if you ask the typical person what he

thinks you do, he still thinks you prepare tax returns
or are perhaps an auditor, but I doubt if many of them

recognize the amount of management work being done by
the profession.

At the college level,

let’s assume you get them

into college, and into beginning accounting, and I think
we must recognize now that we are not getting the type of

people that we should.

I have been talking to the pro

fessors and they have told me that every firm that came
down last year was disappointed that they couldn’t get
their kind of people to help them.

This is a problem.

If we can’t get them at Champagne where they
grind them out by the hundreds, where are we going to

get them from?
So, there is a problem of getting good people.

At the college level, Carey brought out one
point which I think is a good idea although it is rather

impractical and that is perhaps we could sell the colleges,

like Chicago, on the idea of having a management account
ing course in the liberal arts curriculum on the theory

that even people in the liberal arts, going into law or
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the teaching profession should have some knowledge of
accounting.
It is important today.

And perhaps if we could

acquaint them with that, they might decide maybe this is
a pretty good thing and, if they get a taste of it, maybe

they would think they should look into the accounting
profession.
Maybe they will think these guys have taken
off their green eyeshades after all these years. This is

a possibility.
I don’t know if it is practical.

I would like

George to make a few comments on this, to see if there

are any possibilities.
I think it is a good idea, but I don’t know if

it is practical.
Another thing I was discussing with Bob, when
I was at the University of Pittsburgh, they have an

accounting symposium once a year which all the account

ing students have to go to.
impact on me.

I remember this made a big

Up to that time I was not really sure

what an accountant was.
that in Chicago.

I don’t know if we are doing

I think the Institute could promote

this type of thing.
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The type of thing they are presenting there,

I think should be done all over the country, particularly

if we can get the liberal arts type of student to attend.

It is not always possible, but maybe we could.
There is another factor which I think is impor
tant, and that is, I don’t think we really know what type

of people are going into accounting.
I don’t think we understand the people.

think we understand the psychology of the people.

I don’t
We go

in to recruit them and I don’t think we really know what

makes them tick.

When they come to work for us, we really

don't know what makes them tick.

This is a problem in any business, but in our

profession, I think it is even more important because

we are sending these people out to represent the firm
on a professional basis.

I think we have to understand

what makes them tick, we have to understand what moti
vates them.

There was a recent MAP put out, which I
thought was pretty good, but I think it is a start, not
an end.

I would seriously like to suggest to the

Institute,if they are not already doing so, they should
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sponsor a study on the attitudes and the thinking and

what motivates people going into accounting.
people going into accounting today?

Why are

Later on, I will

discuss what I think should be done in research on the

people who are leaving public accounting.
I think there is another problem there.

If we are to attract the type of people I am

talking about, and I am talking about this kid in high
school is at the top of his class, who doesn't go into

accounting because he doesn't feel he can make his

doctor's and therefore goes Into public accounting,
which is all too common.
Carey points out the type of people who have

gone into our profession have not been,

let's say, the

rich boy, but the poor to the middle-class and the

middle-class is getting higher.

They have done this

because they thought they could get ahead in this pro
fession, and the requirements were not quite as great.

Maybe this was good up until now, but I am not so sure
it is good today.
I would like to suggest that the requisites

and the prerequisites to enter the profession should be

raised.
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I think a Master’s Degree should be a pre

requisite to enter the profession.

I am not so sure

the man should be allowed to represent the firm unless

he is a CPA.

The lawyers do this.

to pass the Bar.

They say you have

The doctors do this.

have to pass the Board.

They say you

Why do we permit a man to work

for us for a number of years and represent our firm even

though he is not certified?
I recognize he does not sign statements and
he does have certain limitations, but he does represent

the firm.

You are holding him out as part of your firm.
I am not so sure that a man should not have

to have a CPA certificate to enter the profession or

secure it within a reasonable length of time.

The

attorneys have a minimum practice of a few months but
then he must pass the bar or he cannot practice.

My principal reason for saying these things
is that I think our standards,

contrary to what Carey

says, he says having these high standards has created

more problems, but I think, if you are going to attract
top people, you are going to have to make them feel

they are getting Into something that is worthwhile
getting into.
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I wonder how many top students today look at

accounting and say,

"Gee, I would like to get into that,

that is a great profession,” as opposed to the medical

and legal professions.

They are getting the top people

and it shows.
They claim they have their problems, but I

think if you would equate those people who are in the

medical school with those juniors in our firms, I think
you would find quite a difference in the intelligence
level.

I think there should be some thought given to
the accreditation of curricula in the colleges

There

are many colleges today that have very fine programs but
they are so radically different.

You get one school who

has gone the so-called progressive route such as Chicago,
to a liberal arts education with relatively little ac
counting education at the undergraduate level.

You run into the situation where in the same

city you have a college that is very heavy on the

traditional audits, building up of mechanical auditors,
that type of approach to education.

I don’t say there

should be standardization, but perhaps there should be

some accreditation.
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In other words, the Institute or do we as pro

fessionals think this is the right approach or that is
the right approach?
What about the small school?

There is a school

we have gotten a couple of people from.

They just

started into the accounting curriculum and it is tragic

the education these fellows are receiving.

It is

pathetic.
Youwouldn’t believe it until you actually
looked at the courses they are getting.

Perhaps we

should have some form of accreditation in line with the
problem of curriculum.
I notice you are taking a lot of notes.

almost afraid to stop talking.

I am

I said I would be at

tacked and I expect to be.
The problem of curriculum, I think there is

a lot to be done, particularly by some of these more
progressive schools.

But Norton Bedford made some

comments at the annual meeting of the Society where
he said that the practitioner and the educator had better

get together and find out what is going on.
with him.

I agree

177

I think more of this should be done.

I think that the educator has to recognize

sometimes he is not in his ivory tower. But occasionally

he does get up there and he forgets about the day-to-day
life of the practitioner.

There should be better liaison between the
two.

Everyone says there is, but somehow I kind of

doubt there really is.

I have discussed with people in the Illinois

Society as to how the Illinois Society functions with
the educators and I find there is really not too much

liaison.

I don’t know how it is at the Institute level,

but at the Society level here in Illinois, it is not
too good and I think it should be improved.
This was one that Carey brought up and I don’t

have too many thoughts on it, and that is the thought

of professional schools for accountants.

My feeling

is that a good Master’s Degree with a good liberal

education and some theoretical accounting should suf
fice.

But there is some thought about the professional

accounting school in the form of a law school or a
medical school.

I would like to bring that up for
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discussion.

I don’t have any firm thoughts on it myself.

Now, with the changing curriculum, let's say,
tending to go from the more direct approach on how to

be an accountant to the more theoretical approach to

accounting, I think this trend is going to continue.

What is going to happen ten years down the road when we
get out these highly theoretical accountants and you ask

them to go down to reconcile a bank account, and they
say, "What is reconciliation of a bank account?”

Who is going to train these people?
national firms don’t have that problem.

Now, the

Many of the

local firms, in my own firm, we have a highly organized

training program.

We don’t have a problem.

But what

happens to the three, four and five man firm?

trains these people?

Who

Who is responsible for the training?

It isn’t a big problem today, but I think it is

going to get much more serious as time goes on.

I don’t

say we should go back to the traditional auditor’s education.

I think it is good we got away from it.

But somewhere

along the line, we should recognize there is
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going to be a problem of training these people and I
think the Institute should take some kind of an interest
in training these people, particularly from the stand

point of the small firm.
Perhaps there should be more Involved train

ing programs, professional

development

programs like

we have today, but on a more expanded basis.
Carey pointed out the idea of a separate train

ing organization for staff accountants.

I like that

idea, but I think it should go one step further.

I think

it should be tied up with a training program for these

people so that possibly the Institute or the Society
could institute an Institute or Society sponsored pro

gram at the state level.
I think the professional development programs

the Institute have gotten off in the last few years
are excellent.

ment about that.

I don’t think anybody can have any argu
It should be expanded.

Carey dis

cussed it and I think it is a tremendous program.

One

area I think should be added in there, and this gets
into more of a personnel problem, but last week a
few of the members at this table attended a session on

psychological problems in management accounting.

180

I came away from that with the feeling that

this was a good step.

It was Just scratching the sur

face, though, and there is so much more we have to learn

about how to deal with people.
I would like to suggest that the Institute put

out a MAP on this particular subject.

I am not suggesting

how it should be done, but I think it is important and a

lot more study should be done in this area.

I think we, as a profession, have neglected the
people problem and that is one of the reasons for the
people problems we always talk about.

The problem in

many states where they still have requirements, I think
this is archaic and obsolete.

The Institute should per

haps take some kind of a stand here with the state
society and try to get this uniform.
Why should a man in one state have to wait
two or three years to get his certificate and another

man can be a CPA as soon as he graduates from college
or even while he is in college in some instances?
Perhaps the CPA exam should be revised.

I

was not aware they were going to knock out this law

part.

I think it is a good idea.

There perhaps should

181

be some more in the way of economics in there.

states give tests on ethics.

Some

I think that is important.

The problem of legal liability.

We get people in our

office and, when you talk about legal liability, they

don’t know there is such a thing.

I think the univer

sities aren't getting this point across.

And as we talk about it, it is a bigger and

bigger problem and it is going to get much worse.

And

maybe, somewhere along the line, perhaps this should be

incorporated into the CPA exam.
should be aware.

I think these people

If they know they are going to be

tested on it, they will study it and they will learn it,

and the university will be forced into teaching it.
This does not mean all universities are not

teaching it, but obviously, some are not.
I think the Institute should try to get the
states to agree on the uniform educational requirements.

They are changing around the country every year.

can’t keep up with them any more.
rule, another has this rule.

You

One state has this

We are all in the same

profession, we are all practicing nationally.

Think

of the national firms, they have people in forty or
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fifty offices.

Why should there be different rules?

Why can’t we have uniform rules?
What makes it a point in one state a college

education is required and in another high school, and
in one state you have to have 36 hours of accounting

and in another state you don’t have to have any account
ing. There should

some uniform rules.

be

I think that

is important.

Now, that gets us away from the education.
Now, we come to the problem, now we have educated them,

how do we get them?
ment.

This is the problem of recruit

The Institute has done quite a bit, I think, as

far as trying to educate practitioners as to how to

recruit.

Unfortunately, most of them have not taken

advantage of it.
Perhaps these education programs should be

increased if possible.

There should be some way of

perhaps training members of the profession on inter
view techniques.

I know there is a record that the

Institute has which is pretty good, but there is a lot
more to it, particularly when we get into the psycho
logical problems.
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When you are interviewing a man, what are you

trying to get?

Why is there a certain factor that comes

into each practice where in each firm they know that at
the end of the year a certain number of people will not
be there?

Perhaps we can minimize this by having a better

understanding of the people.

There should be some work

in this area.
I mentioned the point about getting to the

high schools and the colleges, and I think the high

school and college advisor should be snowed with litera

ture about how great our profession is and they should
be made aware that going into the accounting profession
is something a man should be extremely proud of, and

not because he could not measure up to the standards
of other professions, which is unfortunately true in

many cases.
That would also get into the problem of
attracting liberal arts students, which we have already

talked about, and that would help upgrade the pro
fession.

In the area of training, our firm likes to
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think we are a rather progressive firm in this area.
But when we have talked to other people, they said that
is impossible.

You can’t afford to do this, you can’t

afford to do that.

It was very expensive to set up the

kind of training program we have, but it can be done.
Perhaps the Institute can take the lead in not only

teaching, let’s say, in teaching its own PD program,
but in teaching practitioners how to teach and teach
ing practitioners how to set up training programs.

You don’t necessarily have to have a three
or four week course the way a national firm would have,

but there are other ways of doing it.

on a formal basis.

It can be done

We don’t have to rely on on-the-

job training in a small firm because that is the way

it was done twenty years ago.

In the area of training, they are getting
into the problem of behavioral sciences.

The univer

sity graduate programs are recognizing the problem.
But how much is being done at the firm level?

How

much should be done and what are the responsibilities

of the Institute?
held last week.

I mentioned this program that was
This was one of the Illinois Society’s
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pioneering programs.

Perhaps the Institute should pick

this up and hold this type of program nationally and

expand on it.
In the areas of personnel, this study on moti

vation, I thought, was very good, but I am not so sure
that the tests and the studies and the studies that John
Hall wrote about, much of that research was done a few

That is not current research. What is the

years ago.

trend today?
Dr.

Jennings, the psychologist, told us that

the student of today is radically different from the

one five or ten years ago.

We cannot deal with motiva

tional problems by studies that were made five or ten
years ago.

These people are coming out today.

are the changes today?

What

What about five years from now?

Perhaps there should be a program of continuous

study in this area on a cycle basis, perhaps every three

or five years, to find out what type of people we are
getting and how to deal with these people.
And lastly, I would think that the biggest

area as far as attracting people and working with them,
as a personal feeling,is to continually point out to
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them the challenges of this profession.

I think there

is sometimes a tendency for advisors to point out ac

counting, although difficult, certainly does not compare
with law or medicine, as far as challenge.

I think there is a fascinating challenge.

Parti

cularly today -- I think the seminar is particularly in

dicative of our profession and it is an exciting pro

fession and it should be made to be exciting to these

people.

In our firm, we don’t permit a man to be called

an auditor.

There is a connotation of a man sitting

there, pushing a pencil.

An accountant should be more than that.

I

was interested in the discussion of the auditor versus

the accountant and, frankly, I think we should Impress
upon people, the public at large, we are not auditors

and don’t emphasize the fact that we render opinions on

reports, emphasize the fact that in a problem area,
management comes to an accountant with problems and

the accountant helps make the decisions for him or

obviously advises him and counsels with him.

This is the area where there is a little bit

of glamour to it.

I can’t see any glamour in telling
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a man that he can go out and learn how to -- he can’t

create anything when he is an auditor, and taking young
and intelligent people and telling them that they can’t
create anything, I don’t think you are going to get

them into the profession.
Thank you.

Now, I am ready.
CHAIRMAN TRUEBLOOD:

Todd.

Very good.

Thank you very much,

Just in time for coffee.

(A recess was taken.)
CHAIRMAN TRUEBLOOD:

All right.

Now we talked

for a while on education and training and it is open for
discussion.
MR. OLSEN:

point?

May I ask a question on this

It seems to me on the premise that we have to

assume the small firm is a desired thing for the reason

that there are many things that a large firm cannot
possibly do for its clients.

possibly do it.

So,

Economically, they can’t

it is a requirement to the pro

fession to have small firms.
Another premise is it seems to me not econ
omically feasible for the smallfirm to go through the
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training and developing in the specialized areas.

Should

it be considered, and I am not speaking as a representa
tive of my firm when I ask this question, but should we
consider having those firms make their training programs
available to the small firms on a carrying cost basis or

something of that sort?
(Cries of "No.”)
CHAIRMAN TRUEBLOOD:

Why do you say that?

Can

you explain a little bit for the rest of them, Russ?
MR. HUGHES:

is required.

Well, I don’t think the nobility

I would like to save this until I get on the

podium myself, but

bigness is a state of mind and is a

necessary part of our doing business today .

I think

that the examples set by the large firms is quite ap
parent to all small practitioners and they can all solve
their own problems if they see fit.

CHAIRMAN TRUEBLOOD:

And to carry this over

into the training area, too?
MR. HUGHES:

Yes.

It is all a question of

what an individual firm wishes to do.

And I think

that psychologically it just tends to deepen any rift

that might exist between smaller practitioners and
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large firms when you take the approach that, we are the

only way to do it, speaking of a large firm.
happy to help you fellows out.

We will be

I think if somebody

wants help, they will come and ask for it.
CHAIRMAN TRUEBLOOD:

Let me ask you, in ex

tension, in terms of the PD program of the Institute as
it is implemented by the state societies, would you

then assume some considerable expansion of that or do

you think ultimately the smaller firms will do more of
their own in training?

MR. HUGHES:
the

pd

I would say from the reception

program of the Institute has had, it would in

dicate it should be extended.
The staff training program has been very suc

cessful.

I think it should be done at that level and

that approach rather than on the basis of the individual

firms doing it, or offering it, even.
MR.

SASSETTI:

tion to what you said .

Well, I wanted to take excep
I think that if it would be

possible for the smaller firms to take advantage of

the staff training assistance which the large firms

could give, it would be a tremendous thing.

I have
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some reservations about it, because of the practicality

of it, particularly in the area of availability of time
schedule and so forth.
I am certain that the programs which have been

developed by the large firms, and I have had no exper
ience with them, represent the investment of an awful

lot of time.

I think it is a rather grand gesture on

the part of the large firms to make this available to
the smaller firms.
I am not one who feels that there is a dis

tinction in the way we operate.

I have heard people

say that the philosophy of practice between a small
firm and a large firm is quite divergent.

The staff

training level at which a man would be exposed in a

large firm would certainly not, in all instances, be
applicable to what he will face on the lower level.

But I sure would vote for some way of de
vising a program where this talent could be utilized.

And I don’t think we can overlook one other
thing, too, that the large firms have been the van

guard of the educational movement in the profession.

Most of the people who have written textbooks that we
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all study from, whether we are associated with large

firms or small firms, in many instances, were people who
took time from their firm obligations with the larger

firms to do this.
I would dearly love to see some method of

being able to be in a position to take advantage of
that.
And,

Insofar as one other point I would like

to make, I don’t subscribe for a moment to the fact

that there is any suggestion of poor relations between

the large and the small firms.
a number of years.

I have heard of it for

I do know that there are some

people who practice on our level, that is the smaller

level, that do feel that there is sort of a built-in
feeling of discomfort as to the relative positions of

the large and small firms.
But I have really never seen any evidence of

it.

If anything, I have seen a very fine attitude of

cooperation.

I have, frankly,

if I may speak personally

had the experience of being embarrassed by calling some
friend in a large firm, who has spent a tremendous

amount of time digging up some information for me.

I
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was actually embarrassed.

I didn’t intend that he should

do this, whether it would be in the area of taxes or some
thing else.

So, I would vote for something like that if
we could find a vehicle to implement the idea for I can
could send one of my boys to one of your shops and take

advantage of this.
MR.

SORTER:

I think Todd would be disappointed

if I didn’t say something.

(Laughter)

Let me first say that actually I find myself

in almost complete agreement with Todd, and I reserve my
sharpest criticisms for the educators -- I hate that word
and not for the practitioners.
I do want to comment on several things, though,

where it seems to me that the Society, the Institute and

the profession should do more.
First, I have to make a comment about public

image which has come up over and over again and in all
apologies to Stu’s Job, which it is in a sense, I know a
few years ago I found myself obliged to reduce and I found

it does no good to stand in front of a mirror that shows

you in a thin way.

You Just have to diet.
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And I think this is true of our image.

have to do better and not rely on gimmickry.

We just

At least

this is my feeling.
I think there has been a change in the Society.

I was very frustrated about 1955 or 1956 which was my
first hitch on the Illinois Society Commission on Educa
tion and Training, where everybody was saying,

”We want

higher training, we want better trained men, we want

people who write, who think” and I said,

’’Well, what do

you do to recruit?”
They said,

’’Well, we ask, how many hours of

drug store accounting do you have?

How many hours of

hotel accounting do you have?"
I think that has been changed.

I think that

is healthy.
I have an axe to grind now.
a Bachelor’s program in our school,

We don’t offer

but I thought that

this might come up so I have collected some statistics
to support my view on this.

And I think that there is

some evidence that today,at least in our shop in

Chicago, we are attracting some awfully good men that
perhaps in other times would not have been attracted

to the profession.
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We draw almost exclusively, 80 percent, from
liberal arts and science graduates for our MBA program,

and a good proportion of these people go into public
accounting, or go into accounting.
These people, by test scores, rank and class

and so on, are very superior to those recruited over

There used to be a 700 test score and it

the years.

was very unusual for many of them to achieve it, and
today it is commonplace.

In both programs, we are get

ting Ph.D.’s, Magnum cum Laudae, first group graduates

from Harvard, Yale and so on.

Well, Yale you can understand, because a
graduate in business, he can’t go to Harvard,
comes to us.

so he

(Laughter)

But that is beside the point.

I do have some

words of advice in a sense and some firms have done it .
They go on recruiting and

they find people saying they want to go on to graduate

school.
tion,

Whether or not to believe in graduate educa

if it has any merit, the plain fact is the better

students are going on to graduate school.

So, if you

want better students, you have to accept this fact.
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The recruiters, the public accounting re

cruiters, can then do three things:

discourage them

from going to graduate school and in the long run or

short run, this is a wrong tack to take.
thing they can say,
terested ."

The other

"Go away, good-bye, we are not in

The third thing is to try to save them both

for the profession and for the firm.
We have found, for instance, some firms, some

progressive firms which are represented here, turn out

to be our best recruiters and also recruiters for them
selves.

Some of them say,

"Well, why don’t you go to a

graduate school that has accounting, where the people
are not ashamed of being accountants?

They don’t

necessarily want to be called managers and philosophers.
And furthermore, why don’t you come with us for an in
ternship next winter."

there.

And they sign them up right

That is a clever way to do it.
You find out approximately 90 percent of the

people going into internship go into public accounting
and 90 percent of that 90 percent go into the firms they
were in internship with, which means the internship is

doing the job it is supposed to do. So you have well
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trained people, good liberal arts graduates from good

schools, like Oberlin, DePaul, Williams College, Yale and

so forth, who perhaps otherwise would be lost to the pro
fession.

We are doing some thinking on this.

cruiting as heavily as you are.

campus, it seems.

We are re

We meet each other on the

But I don’t think we are competing. Our

recruiting, and I have been in both for the MBA program

and the Ph.D. program, takes place in such unlikely depart
ments as social psychology departments, anthropology depart
ments.

But it happens this is — and of course in the

mathematics department. We have a lot of mathematic under
graduates who go into business.

We find the behavorial

scientists have a lot of mathematicians, so we recruit in

those areas and say, "Look, this is what we are doing in
accounting.

This is some of the stuff we are doing.”

There are ways I will come to later that the
professional can be encouraged.

Furthermore we find that there is another selling
job that can be done by the profession and it isn’t very

often.

In the Ph. D. program especially, I have found when

I ask the people originally what field they are going to

write in, or take one of their exams in, accounting is

197

conspicuous by its absence.
thesis on accounting.

Nobody is going to write a

Now, at the present time, out of 75

Ph. D’s, 20 are writing in accounting and probably .01

would have decided this originally.

This is a selling job

of the beginning accounting course.
This leads me right back to what you research.

I

find that originally I was attracted to teaching. I was going

to teach and I thought research was a bunch of hogwash and
I found, at least for myself, the only way to get a student
was to somehow exhibit a true enthusiasm for the subject.

can’t have that enthusiasm unless you do research.

You

I think

this "publish or perish” thing has been just grossly mis
quoted.

You can be a good teacher and not publish, but you

can’t be a good teacher and not do research and stay alive

and sell these people.

And if you communicate somehow that

accounting is really it, that this is an exciting, nontrivial
subject, you can get students.

You have to encourage this

sort of thing and one of the reasons we don’t is because I
think the level of accounting professors is a great deal

less than the level of accounting practitioners.
Now this is off the record.

[Laughter]

But now

all of these efforts in a real sense — you can’t do
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research when you are teaching 30 hours a week; you can't

do research and stay alive; you can't recruit and do all
these things and if all beginning accounting courses are
taught by accounting teaching assistants — I realize this
is a problem at the university.

At our own place, the new

instructor, we don't have teaching assistants, teaches the
advanced courses.

the beginning.

Sidney Davidson, Chuck Horngren andmyself teach

This is purely self-interest.

This is the

way we get accountants and this is the way we get people
interested in the subject.
Now in order to do more of this, it needs money
and it needs support from the right sort of people.
the Institute can do something about this.

I think

I think it is

in our self-interest to do something about it.

If you

fluff off teaching in the beginning, or in all the begin
ning accounting sections, not even to the Ph.D. but to the
MBA students who are struggling with other things, whose
primary Interest is somewhere else, which they are thinking

about while teaching accounting, you are not going to get
good accounting students.

I am Just firmly convinced of

this.
I find in our executive group,it is really a
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high-powered thing, I teach it, it is a 2-year program in
MBA, all the heads of the department stores, Remington

MacDowell is a graduate of it, lots of people are graduates
of it, and you find at the beginning of the class they
groan if you say anything about accounting and afterwards

they are enthused.

It is not just that we are such good

teachers, but we have an interest in it and we love the
stuff and somehow we communicate it at the beginning.

And

I think you need that desperately and I think you have to

make it possible for people that share this interest to
teach.

And I say this is possible today.
one thing I shouldn’t tell you.

And there is

I did a faculty residency

program for three separate times because I enjoyed it.

But

when they started telling me or sort of indicated, this is

our dole for the underpaid teaching profession, I told them

what to do with that sort of thing.
underpaid.

I thought I wasn't

I have had offers from other places.

think I am underpaid.
is underpaid.

I don’t

I don’t think a teacher in Chicago

I don’t think even the new Ph. D. is under

paid, at least in our shop, where the starting salary is

$10,000 or $11,000, which is not a piddling salary for
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a Ph.D.

But all of this takes money. All of this takes

interest in it on the part of the public in a continuing
profession, to stimulate a teacher, to allow him to be
enthusiastic, to allow him to do research.
I want to say a few more things that were brought

up.

One is the accreditation of programs and the educational

requirements for the CPA exam.

I think you should leave

that alone in the following sense.
worked.
place.

I think it Just hasn’t

I would rather leave it to the test of the market
The fact that 10% or whatever it is flunked, or 10%

only passed the CPA exam the first try, seems to me to
indicate that the traditional requirements for the CPA are
not working.

There is a market place test that says, you

do not have the right requirement for the CPA.

I could

suggest some alternatives such as requiring a $500 entry fee,

refundable if you pass.

That would cut down the failure

rate immediately.
But apart from that, to specify five hours of this
or seven hours of this or two and a half hours of this,

we start to argue about how much the graduate course counts -

three and a third hours and all this nonsense.
is pure and utter nonsense to me.

All of this

And I am sorry to see
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Illinois moving to put more strength in science when the
whole world, even Wisconsin, for heaven’s sake, is going to
I say this: you know you require

liberal graduates.

graduates from an accredited college and there the market

place works, too.

If our students don’t meet this test, you

are not going to hire them and we are going to be very

unhappy and we are going to do something about it.
leave this nit-picking specification alone.

But

I don’t think

the society or the Institute has any part in this whatsoever.
But we will do the job.

If we don’t, we should be punished

for it.
MR. DAVIDSON:

I am not clear, George, when you

say,’’Leave the educational requirements alone.”
MR. SORTER:

tions alone.

I mean, leave the course specifica

I don’t know whether this is wise, but in

Illinois we have found on a new requirement we were one-

third of an hour short of accounting or business law or
something. So we got these and we went down to Champaign

and talked to them and said, “Well, we require two mathe
matic courses which has something to do with computers.
Aren’t they really accounting courses?"

They said, ”Yes, they are.”

So we got around
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this.

[Laughter]

But then, why should we have to do this?

This

is really ridiculous.
Thirdly, and this is the last thing I want to
bring up, is the fact that we were talking about what

should be taught and so on.

We have to realize that

schools — that there is a shared function between schools
and firms.

We have a comparative advantage in some things

and you have a comparative advantage in others and we should
not teach everything in schools.

Auditing is perhaps one

subject that should not be taught in school at all. For example,

bank reconciliations, two hours in the training session and

any student I have ever seen, can accomplish that job much
more effectively.

What we can do and where I do think we do have a

comparative advantage is to teach the basic method of
analysis, how to handle quantitative data, how to handle
data of all sorts, how to go from the known to the unknown

which is really all the work papers, doing all the problems,
and this is where we have our comparative advantage.

We

can’t do everything and I would like to see us say, admit,

’’Look, we can’t do everything.

We will do the things we
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are best suited for and you do the things you are best
suited for.”

So I find I don’t really disagree.

MR. SCHACKNE:

Could I make a statement?

Russ

Hughes asked me at the coffee break if I was supposed to
be just an auditor, with a lower Case A.

I said, "Yes,”

but I do think I have a remark to make that is pertinent
to people who have been expressing
your image.

dissatisfaction with

And I may say in public relations we are dis

satisfied also as is evidenced by the fact that George
makes an apology that this should not just be "gimmicktry.”

This concept of public relations work as being just the

manipulation of gimmick or superficial device, you see,
is the parallel to what you people are complaining about.

It is comparable to the image of the accountant with a green
eye shade on a high stool.

MR. SORTER:

is on us.

Well, my point was really the onus

If we do a better job, our image improves.

CHAIRMAN TRUEBLOOD:

In other words, there is no

short-cut.

MR. INGRAM:

I think one thing, George is picking

the corn after the stalk is up.

Part of Todd’s main mes

sage, however, which I personally agree with is that we
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are really doing nothing to start more stalks in the field

and by that, I am talking about the high school kids.

And as one who has been given the pattern speech at the

Illinois Society with a rather stale brochure -- and what
have you to go out and talk to these kids, it is a

frightening experience to begin with.
And secondly, my own feeling which I have checked

with others who have done the same thing, we come away with
a sense of frustration.

I think we need help from the

Institute, real help from the Institute, in order that
George may have a few more ears of corn and not pick off
the stalks.
It is not too late once they get

MR. SORTER:

in college.

I have a question I want to

MR. DAVIDSON:

address to George.
pretty bad.

You say the level of professors is

Where are you going to get more good

teachers in the accounting profession?

Can we wait 20

years until you have a whole new breed come up?
MR. SORTER:

colleague of mine.

Well I once was asked this by a

He said, "Gee, you walk about graduates

in the Business program

He saw some research, he

said, "I would like to get together some time and talk about how
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you do it.”
I said, “Well, sure, I would be glad to.

this stuff.

I would be glad to talk about it.

I love

I like to

talk about it anyway.”
He said, ’’Well the next three months are out be

cause I am busy with my practice.”
I said, "Stop right there.”
When pupils as they sometimes do, say to me, ”Hey,

teacher, have you ever met a pay roll?”
I say, ”Hey, pup, have you ever met a class?”

There are skills in each one of these.

while

I think it is desirable for professors — for
instance, even in our gray ivory tower. Some one said, ’’You

can even be human in the ivory tower.”

buy that.

I am not sure I

I am in one of the more ivory towered places.

And

everyone of our permanent and I guess eight-ninths of our

total accounting faculty, every one of them, has spent some
time auditing with one of the big firms, not because we

necessarily want to teach what is going on, but we have to

be aware of what is going on.

I think the teacher has

to be aware of what is going on, they should be involved
in what is going on .

I think it is essential if he teaches
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at night, and ours is the only program that has the same
faculty teaching at night.

We don’t pull people off the

streets and say, "Here you teach this class."

worried about his teaching

we make an exception.

If he is

time and so forth and so on,

We feel it has to be a full-time com

mitment to research and teaching.
MR. SASSETTI:

I wanted to ask you a question.

You mentioned internship in the body of your remarks in

answer to a question.

What is your frank opinion of the

feasibility of ever seeing a program established like that?
MR. SORTER:

MR. SASSETTI:
a profession.

We have it.

I mean a broad scale program as

For instance now, I think it is quite char

acteristic of the average accounting student, not really

knowing what a public accounting office is, or even, I think
you referred to a general ledger, not knowing what a general

ledger looks like until he is out of school.

Whereas a

doctor or a dentist perhaps by the time he is in his
second year of medical school, knows whether he likes blood

or not.
MR. SORTER:

No, he doesn’t, because the first

two years are preclinical years.
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MR. SASSETTI:

year.

Well he has a cadaver in his first

But the point is, if we could see the development of

some kind of a program like this where a fellow may know early

in his program whether or not he is psychologically or by

virtue of his personality suited to this work so he could
step out of it —

MR. SORTER:
internship.

Perhaps 75% of our students take an

They get no credit for it.

Firms dislike us

because we keep an open market and we don’t let them put up a

sign in the schools.

We feel this is incompatible with

our philosophy of free enterprise.

If you have competi

tion, and you have to pay them more, that is your tough luck.

They come in, in the summer, they take two quarters;
they have just

basic accounting and finance and they have

an internship in the winter quarter, the busy season and
come back.

It must work well, because most of them go into

public accounting, so they must be doing a good job. There
are certain things they have to be able to do.

Although you

don’t give them the detail work, you must give them glimpses

of what they may be doing four or five years from now.

That

means you have to select your seniors carefully to do that.
CHAIRMAN TRUEBLOOD:

You take 25 or 27 members
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of the AACSB, what help is there in the context of Bob’s
question of extending the number of interns across the

total?
MR. SORTER:

I think there is more hope as we are

going toward the quarter and

internship much more feasible.

trimester system which makes

We couldn’t do this as freely

if we were not on the quarter system, if we didn't have an
ongoing program in the summer.

The main thing then that you

have to do, that the freshman has to do, is to get the

professors who have an undue influence on the students and
get the students, and the best way of doing that is by
money, pay them.

There is no easy substitute.

CHAIRMAN TRUEBLOOD:

There is no substitute for

money.

MR. ZICK:

One of the things Todd mentioned that

I thought might be worth while chatting about had to do with

a comment he made which indicated the use of the desirability
of a professional school of accountancy.

I have heard

Norton Bedford dissertate on this subject and I have con

sidered it in my own mind somewhat.

I take the wholehearted

view that the professional school of accountancy would
represent to a university nothing more or less than the
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aggrandizement of the professors.

I think Bedford,

himself, would agree with that, that they want status on

the campus.

But that is neither here nor there.

The point

I wish to make is that,if we are to hire on our professional
staff,men who graduate from a professional school of account
ancy, whose sole direction or professional substance, putting

aside the liberal arts education, I would just as soon have

nothing to do with them.

I would prefer to go down and talk

to George and recruit some of his people.

In my book, when

some people say they would like a professional school of
accountancy, that is about the last thing we want.

CHAIRMAN TRUEBLOOD:

you, George.

I will make this speech for

I just feel very strongly that,as John

suggests, building up this compartmentalization is in

direct contrast with what we are otherwise trying to do,
broadening the individual and broadening the base on which
the professional business and continuing education stands.

The speech I am going to make for George is that perhaps

they have the best of two worlds at the University of
Chicago by having a professional school of accounting within

the structure of the graduate school of business,so that

their faculty is not unto themselves, which I regard as
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the largest danger in a purely professional school.
MR. LUNDY:

The point I made, I said, "I personally

without really throwing the coin either way, thought it
should be discussed,” but the point I did make which I

think should warrant more discussion is that I feel a

master’s degree in effect should become this professional

school of accounting, in fact, become a prerequisite of
entering the profession and I think that warrants some

discussion.
CHAIRMAN TRUEBLOOD;

I was going to ask for a

statistic on that.

MR. OLSEN:

I don’t think it warrants too much

discussion because I think it is impractical to insist on a
master’s degree for the number of people in the profes

sion.

CHAIRMAN TRUEBLOOD:

Are you talking about now

or ten years from now?

MR. OLSEN:

Now and ten years from now.

Man power

requirements ten years from now will be much greater than

now.

CHAIRMAN TRUEBLOOD:

May I ask you this question,

in terms of AAACSB or the total population, I don’t care
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which, how many graduate schools of business are there now

with no undergraduate structure?

I think there are six, but I am not

MR. SORTER:
sure.

CHAIRMAN TRUEBLOOD:

Only six?

How many were

there ten years ago?

Probably about the same.

MR. SORTER:

CHAIRMAN TRUEBLOOD:

wish your statistics.
MR. ZICK:

Well there is something wrong

I thought it would be more dramatic.
Let me ask you this related question.

Sitting around the table here, what percentage of master’s

degrees did various members hire last year?
MR. DAVIDSON:
MR. ZICK:

In accounting, taxes and —

Your total input.

MR. DAVIDSON:

Twenty per cent, 22%, I don’t know

exactly.

CHAIRMAN TRUEBLOOD:

My recollection is that our

figure approaches 50%.
MR. DAVIDSON:

I don’t think it is that high.

CHAIRMAN TRUEBLOOD:
MR. OLSEN:

That is total input.

In the tax department you would

probably have nearly 90%.
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MR. LUNDY:

The one point I want to make in rebuttal

to Harry, he says he can’t afford this kind of thing because
of our need for people.

Well somehow or other, the attorneys,

the law firms manage to get the number of people they need

and they get them after three years of a graduate program or

a total of seven years of college.
MR. ZICK:

They have got Perry Mason going for

them and all kinds of stuff.

MR. OLSEN:

[Laughter]

I think you have to face it, too, not

everybody who has been in the professional school wants to

be in the profession.
MR. DAVIDSON:

On the requirements for the future,

what is your partner-staff ratio going to be ten years from

now?

What was it ten years ago?
MR. OLSEN:

I think the partner-staff ratio is

higher than it was ten years ago.

years from now, I don’t know.

What it will be ten

We will probably continue on

with more partners.
MR. ROGERS:

We produce all these people with

master’s degrees and we are back where Glenn and I wind
up, in front of a high school class.

What are we going to

tell these kids as to why they should put an investment
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What are they going to become?

in time and education?

Are they all going to become partners in large firms or
small firms?

MR. LUNDY:

The point that was just made was this

trend toward a higher number of partners to staff is a
trend that I think will continue because the requirements

on the men are so much greater than they were ten, fifteen

or twenty-five years ago.

master’s graduates?

Why are they hiring so many

You are hiring them because you feel

they are getting a little better education and you think
they will be better qualified.

MR. HUGHES:

The answer is, this is the only place

you can go to get them.

MR. SORTER:

Let me give you some statistics that

will shed some light on this.

Some schools, undergraduate

schools, have 85% of undergraduates.

The question, whether

you think the master’s degree is important or not, is almost
irrelevant, because the people you want to hire,

instead of shortening their working lives, they are going to
go to undergraduate schools.

So it is a question, as you

say, of the profession.

Then accounting firms, in our downtown program,
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70% of all tuition is paid by the firm that sends them,
which they belong to.
support it.

Almost none of the accounting firms

This is shocking to me.

And thirdly is the fact that we are really bothered
about this and last year we spent $187,000 in fellowship
support just for the Ph.D students, and another $180,000 for
the MBA students for fellowships and support.

That is an

awful lot of money for a small school and a poor school.
[Laughter]

CHAIRMAN TRUEBLOOD:
much money are you after now?

This luncheon on the 20th, how
[Laughter]

You know, George, that almost

MR. DAVIDSON:

amounts to about six professors1 salaries.
MR. SORTER:

We are not that underpaid.

CHAIRMAN TRUEBLOOD:

I think we must move on.

[Laughter]

One other comment and then

I think the common body which all

of you must know something about is going to carry us back
into another aspect for something else George said, this

problem of knowledge of subject matter and competence in
substantive areas is sooner or later going to carry us at

a point where it can’t be done in four years just in terms
of time.

So that is going to have another educational
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and professional impact on the whole thing.
MR. LUNDY:

I just want to ask one question.

What, if anything, is the Institute doing in these parti
cular areas?
CHAIRMAN TRUEBLOOD:
not just in exactly that way.

Well, I jotted them down,
We have just executed a

preliminary contract with the School of Social Research
at Columbia to investigate the psychological implications

of input in the profession.

This is really a feasibility

study at this point, but the expectation is that we will

go on.
Oh, I hate to say accreditation, because I don’t

want to infer that I am for it, but it is this state
recognition problem.

The Board of Examiners has set up a

committee, I think that may be a somewhat unfortunate

development.

Simultaneously we have gone to the AACSB.

The president of the AACSB has set up a committee to look
at this whole problem in relation to the state requirements

which we are all coming to find increasingly onerous.

The

common body of knowledge, of course you know about or at

least something about.

I have just made arrangements with

Herb Miller who is the current president of the American
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Accounting Association to set up a collaborative group.

On

his side he will have the president-elect, himself, the

immediate past president.

Flynn and myself.

On our side it will be Tom

And we will get together and talk to see

what we can do.
Now I didn’t jot that down this way, but as you

were talking, I was thinking here and there we were doing
just a little bit.

Whether it will pay off in five or ten

years, I don’t know.
MR. HUGHES:

What is the AACSB?

CHAIRMAN TRUEBLOOD:

Collegiate

The American Association of

Schools for Business, including both graduate

and undergraduate and their membership Includes certain
schools that give a business major within the liberal arts
framework.

Bob, it is your turn.
MR. SASSETTI:

Well, this topic that I am involved

with, and I might add I am in a very unique and enviable
position because it deals with public relations and any of

the questions you gentlemen might have, I am going to ask

Stu to pick up, and if I stumble, will you pick me up.

Having listened as I have to the rest of these
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talks, I am Impressed by the interweaving of the concept

of public relations,as related in Carey’s chapter on public
relations, all through these things and a lot of this has
been talked about.

I could probably briefly capsulize what he has to
say by saying that the accounting profession is struggling

to determine its image and to be recognized.

Though there

is little evidence to indicate the public accounting profes

sion recognizes itself and even less evidence that the
general public recognizes what the CPA does, that with the
population explosion that is going to occur, there is

going to be such a disproportion of people to public

accountants, we won’t have to worry anyhow.
He makes two essential points in this chapter in
dealing with this issue which, of course, I think is of

very tremendous contemporary interest.

First of all, to

a degree,he reiterates the warning to us to recognize what

we are as a profession.
thought.

And in this lies an awful lot of

A profession, of course, he defined as one which

is characterized by a dedication to public service.

It is

in the area of how well are we serving the public and the
concomitant or the following concept which the public has
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about us, of course, ties together.
The second point that he makes is that public

relations is ultimately learning to recognize ourselves
as others see us.

And to this extent, he has dedicated

this chapter to sort of refreshing our memories on what we
are, what we could do and what we are doing.
He reminds us that this public service concept
is what we are really measured by and that of course its

value is directly proportional to the high standards which

we maintain.

He goes on to point out on the positive side

the tremendous influence which we have in the financial
world, in the development of financial statistics; the

contributions which our audit function has made to economic
morality and of our function in the tax practice in so far

as the voluntary self-assessment characteristic is concerned.
And of course he deals with our implication in

management services and our effect on teaching economy and

efficiency.
And he says, to the effect, that when we are looking
at ourselves we have a tendency to

stop right there.

He devotes quite a bit of time talking about why we
don’t see ourselves when we should really see ourselves
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in this area of devotion to service.

To a degree, I suppose that if we attend to the
reaction that others have to us as a profession* we could

almost come away with a degree of inferiority.

I know my

self I made it a point when I am listening, for instance, to

a commencement exercise, where the speaker is exhorting the
graduates on the various professions* I sort of wait hope

fully for him to mention the accounting profession after

law and medicine and teaching and dentistry.

And I just

recently, about a year ago, convinced the administration of
a private secondary school that we are involved with* on
their vocation days* there is such a thing as an accounting

profession and they may as well include them.
Some of the evidence that has been elicited as

to what the public thinks of us — and it is in this area
of getting to the public the notion of what we are doing*
Carey

suggests that these areas we have not involved our

selves in* public service* Involvement in civic projects*

the donation of our time and services as doctors might
though I must say I can’t see a parallel in the clinic
concept unless he is thinking about perhaps a tax clinic
somewhat.

To a degree we have involved ourselves in
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this thing with the radio programs and the TV programs.

He tells us that the surveys that have been made
indicate that the CPA’s are quite preoccupied with this

problem and that their reaction, the reaction of the

individual practitioner is one of being misunderstood or
not understood at all, or at least undervalued.

And so

that in this area of communication of what we are doing
to the public, the general consuming public, he carefully
delineates this in the the sense that he claims that we
are fairly well understood by the people with whom we deal,

though not entirely.

And apropos of that, I would like to

quote right here from Mr. Carey, the summation of what busi
ness feels about us, at least businessmen.

This is on

Page 380.

”A survey of attitudes of presidents, vice presi

dents and controllers of large corporations, reveals that

generally the accounting profession was held in high regard.
Instances of criticism were rare in comparison with similar

surveys of other professions.

Yet, there was some criticism

and in general, it reflected disappointment at the lack of
initiative among CPA’s.

Many of the businessmen Interviewed

criticized their CPA’s for confining their activities to
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audit and tax work without making constructive recommenda
tions.

Almost half of those interviewed said that CPA’s

should take less equivocal positions and be more positive.
Several respondents complained that the CPA did not seek out
the clients to learn more about their problems.

A post

audit interview or conference to discuss the CPA’s findings
was frequently recommended.

Many business executives would

welcome a broad exploration by the CPA of their entire

business operations.

In brief it appeared that the CPA did

not reveal sufficient concern for their clients’ affairs.”

I am not in wholehearted concurrence with that.

As a matter of fact, I find a great deal of disagreement
with that statement because I think there are some other
concepts that certainly motivate this position of equivo
cation as he calls it.

I think one of the reasons for this

is the heavy strain or influence of conservatism among
accountants.

training.

I think this is a very basic element of our

It is expressed in the way we approach our work

and it is expressed in our product, the product of our work.

So what he is suggesting in this context is that

we sort of raise our sights above what we are doing in our
general every day relations with our clients and try to
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sort of run around the end, so to speak,and see if there
is something that we can provide for the client in the area

of this service which will spring from our recognition of
his needs.

An interesting thing occurred to me some years ago.
I was talking with some people at one of our technical

sessions.

We were discussing nonopinion audit reports, I

should say nonopinion work, and what a wonderful opportunity
these engagements were to developing a nonaudit client into
an audit client by simply pointing out to him the limita
tions of the work and what would be involved if he would

consider an opinion audit.
Some of the suggestions that he makes here seem

to indicate that there is a lack of — or I should say there

is the allegation of the lack of time on the basis of
answers to questionnaires as to why CPA’s didn’t involve

themselves in these areas of public exposure which would
get them acquainted or create this image of public service;

that is, serving on legislative bodies, commissions, civic
groups and other things of that nature.

The suggestion is made and this is a very relevant
area and a good deal of thought should be given to making
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time to do this.

I wonder in this respect if we really

are utilizing our connections just to focus in the client

auditor relations as fully as possible?

opinion is that we are not.

My personal

I think we avoid for some

reason, getting involved in the expenditure of time which

results in nonbillable hours.

I think there is a certain

veneration about billable time in our firms and we are a

little apprehensive about building up too much of it (non
billable time).
But as I see it, this is an investment of time

which can be very fruitful and profitable.

I wonder how

many of us ever, and I should say "we" because I am speaking

of people who are practicing accounting on my level, suggest

an attendance at a board meeting, suggest or ask to be
invited to the meetings or conferences of financial committees

or even stockholder meetings.

Perhaps it is because we don't

want to expose ourselves and have to defend ourselves.
could be.

It

But it seems to me those are legitimate oppor

tunities and they don't come too frequently.

The idea, for

instance, in the same context, of getting to visit the banker

or the creditor grantor, not when he has the questions which

are provoked by the audit report or its Inadequacy but just

to drop in and get acquainted with him.

Let him know what
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you do, what your concepts are and your approaches to the

work that is involved.

Some of the positive signs that he quotes from
the surveys, and I might say apparently a good bulk of

the information he presents in the book is based on surveys;
one of these positive signs is that currently, we are in

creasing our rapport positively with the legal profession.
Government agencies are much more inclined to regard us than
they were ten, fifteen or twenty years ago.

Yes, even

economists and teachers are beginning to recognize our

contributions.
He deals here also in a very brief section of the

book with sort of a critique, what is wrong with public

relations or rather what is wrong with our public relations.

I think the key of this thing is that he communicates that

we have got the wrong concept about it, that because of
the nature of our profession, because of the nature of our
work, our public relations for all practical purposes are

going to have be an individual or firm approach as opposed

to a professional approach, with just the general implications
that are involved.

It is the kind of a thing that you can’t

hire a public relations counsel in given crash programs
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to get certain messages across.

We have to rely on being

measured by the quality of our service because there is a
tendency, a demonstrable tendency for consumers to depre

ciate self-laudatory publications and brochures and what
have you.

I heard some wild suggestions some years ago that
we get some romance into our profession, like a drama from
AICPA, the Man-from-UNCLE concept, or we wear white hats

idea, the dramatization of the CPA involved in saving some
one on the brink of bankruptcy, something like that.

He suggests, and I agree with him, there is very

little to dramatize in the situations and that the
material just isn’t there.

But again he gets back to the point that the

public reaction to us is going to be largely predicated on
the service that we afford the public and our communication

of the service we afford the public.

Several of the reasons

that he feels are responsible for the condition we find

ourselves in is the fact that we deal in a technical subject.
Bookkeeping and audit work in the mind of the general public,
the layman, is not necessarily related to public service.

And on top of that, the fact that the profession is very
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young and what the profession has been doing is extremely
dynamic compared to the legal or the engineering professions.

He suggests that the opportunities of the indivi
dual who wants to promote this concept, can be developed if

he takes a little bit of time and sits back and tries to
determine the areas, the opportunities that he has to demon
strate these things and he underscores the fact that it is

legitimate to take an opportunity to talk with people with
whom you deal about the potential of the industry and what
you can do for them.

Obviously, on the basis of the criticism that was
made of the profession, we are a little bit apprehensive

of this.

It could be we are concerned because of this con

cept of liability. We are apprehensive of getting in areas we
don’t feel we have solid footing.

It could be because we

demand incontrovertible evidence before we take a position.

This is the way we have been trained.
And by way of a closing personal remark, I wonder
if there is not some implication, if we might say that we

are in a position of negative PR, if there is not some
Implication of criticism of this attitude of independence?

The idea being that we have to sort of have a standoff
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position among the consuming public as well as the people to
whom we directly render a service.
I don't know.

How do we get around that?

I would suggest in order to serve one purpose

That is about it.

we would lose in another area.
CHAIRMAN TRUEBLOOD:
MR. OLSEN:

All right.

This question of the stand of the

public relations effort of the CPA, which is the subject of
this chapter, has anybody ever measured, has the Institute

done anything to measure the amount of effort the profession

puts into public relations as compared to those we claim or
indicate are doing a better job?

Now I ask it because it reveals in this chapter this
is a relatively small profession in numbers and so on.

Yet

what if it turns out that we are putting in 200% of the

effort in time?

Maybe we can hurt ourselves by spending so

much time through speeches and going to the schools and all
these other efforts to create an image that we would like to

have to the detriment of some time that should be devoted
to a technical subject.

CHAIRMAN TRUEBLOOD:

Are you asking about it in

relation to the aggregate contribution of total numbers?

MR. OLSON:

He puts this together and says we
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need to do more of this and yet, I didn’t see reference to
what we are doing.

CHAIRMAN TRUEBLOOD:
along those lines.

I am not aware of any study

The only things I know of are attitude

surveys, the Roper Survey of a few years ago about the

attitude of our audience.

That was three years ago.

that is where some of his comments come from.

And

But I know of

no accumulation of data by firm or individual or on a

sampling basis.
MR. OLSON:

Then I might raise that question,

recalling the Roper Survey which indicated pretty generally
the image is high.

CHAIRMAN TRUEBLOOD:

It is high among those who

know us; negative among those who don’t.

MR. OLSON:

Bob and I worked on the committee in

Illinois in this effort to get out to the man on the
street and tell him what we do.

vision shows and so on.

This is graded like tele

I think personally each of us would

have liked this, so when somebody says, ”0h, you are CPA,”

they say, ”I know exactly what you do.”

Practically speaking, is there any real practical
application?

Is this person, except as a consumer of the
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earnings per share figure, doesn’t really use or need our

services?

Are we trying to make ourselves feel good by

having him know about it or are our efforts to the bankers

and the business executives perhaps sufficient and certainly
should be continued?

I am only raising the question, are we putting
undue importance on this to the detriment of some other area
we think we ought to spend more time on?

I wonder if some

body hasn’t done this so that it might be brought before
the Institute.

I don’t know if one group can do it, to

evaluate this effort.

MR. SCHORNACK:

It has been said that relations

with bankers are not all they should be, because bankers
accuse us of not asserting ourselves or not being frank

with them.

It was said at a meeting of bankers in the form of

Robert Morris Associates, that they wished the CPA would

sit down and rattle off to the banker what he thinks about
a particular situation and the banker says typically when

he calls the CPA and asks, or calls a rifle shot in a
particular section of the business, the CPA clams up and
doesn’t know how to handle the question and is completely

noncommittal.

And he says he is just not really doing the
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job he is supposed to.

But on the other hand, part of the
We are

profession is the confidence you have with the client.

certainly concerned about saying something out of order or
something the client doesn’t like; for one thing, you run
risk of losing the client which is a big consideration, and

the other thing is, why should the banker know that?

It

is a real question.
So how do we work around this?

How do we work

better with bankers and satisfy their needs?

We have all

these considerations.
MR. SASSETTI:

It is my opinion if we again take

up the position of going to the banker and not being

a counter

puncher, if we go in and tell them what we are doing and
let them get a look at us so they can evaluate us on the

way conduct ourselves, this is helpful, rather than having
to sit there and answer the questions that come up ipso facto.
But one of the things that bothers me about this,

we look to other professions to see what they are doing
about these things.

One of my criticisms is that I think

we are comparing ourselves unfavorably.
middle.

We are in the

We are between the public and the client.

lawyer is an advocate.

The

He advocates the cause of his
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client.

The doctor advocates the cause of his patient.

Now

if we were in a position where we say, ”We advocated the
cause of our client," and the machinery was so set up to
accept this,

well of course we would tear down the whole

foundation we have built up.

But I would say, being in

this position, we require some unique approach.
CHAIRMAN TRUEBLOOD:

I have a very good point

and it was brought up by something that was said this morn

ing.

If you go down the list and analyze the characteris

tics with other people, ours is the only group that has

any extensive third party relationship,
responsibility.

liability or

We are, therefore, quite unique in our

situation.
I want to impress on you

what you are suggesting,

since it is relative to something both the liability com

mittee is considering and a current development.

There are at least two significant banks in the
New York area which,at least on a spot basis,are asking

their creditors to write to their auditors that they will
under adverse circumstances come directly to the bank with

such information.

And I know of at least one case where

this precise language has recently been written into a
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debenture.

MR. FAY:

May I say something about that?

have had quite a bit of experience with that.

We

The exper

ience we have had indicates to me this is a very dangerous

thing.

The bank in essence has got right into our audit

program and procedures and has superimposed this judgment
as an outsider on the actual detailed procedural work of
our audit.

Where it has come from, and this concept is

just new in the last few months, I don’t know.

But it

seems to me it has far more significance in the way it will

be implemented than just the way you are putting it — the
one instance we have.

CHAIRMAN TRUEBLOOD:

It went even deeper than the

words I said.
MR. FAY:

One of the implications we have had,

one of the complaints of the bankers was that we did not

state in our report that we had confirmed accounts payable.
Apparently they consider that to be a legitimate complaint

against the profession.

Apparently the profession is taking

no steps to correct this, what I call, misinformed user.
MR. SASSETTI:

I would say in my opinion, what

characterizes our position with banks, including the legal
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profession and the Robert Morris Associates, is that we

sort of have a hat in hand attitude.

Frankly, I am sort

of tired, going to Robert Morris Associate meetings where
they sort of castigate us, nicely.

CHAIRMAN TRUEBLOOD:
MR. SASSETTI:

And firmly.

And tell us that there are things

which we should look to with a great deal more prudence and
not recognizing the position we are in.

That is why I think

if we were to take the reverse of this and go to the banker
and impress him, whichever way we could, with our compe

tence and the control of the situation we feel we have, and
demonstrate this with him before the fact, we might eliminate

this.
CHAIRMAN TRUEBLOOD:

How do we do this, person-to-

person?
MR. SASSETTI:

By just going in and talking to

the banker, saying, ”I have a client who is one of your

clients.

I propose to do an audit and this is what I pro

pose to do, this is what our policies are, this is what our

standards are.”

I think he would be impressed.

CHAIRMAN TRUEBLOOD:

But you think it should be

person-to-person, the profession doing something of that
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nature?
MR. SASSETTI:

Unless the profession could condi

tion the banking profession by virtue of the fact that this

is a sort of united front approach.

CHAIRMAN TRUEBLOOD:
MR. HUGHES:

Any other feelings about this?

Yes, with regard to the banks, the

attorneys have been very successful in having banks as a

class put out full page advertising about various trust
department functions, estate planning, wills and so on.

Our

group was never successful in this line to my knowledge in
extensively having a bank say something for us.
MR. OLSEN:

Well, the bank is certainly not talk

ing for the lawyer when they say they have a trust depart

ment.
MR. HUGHES:

Well whether they are talking for

him or not, his name is mentioned.

The Irving Trust is

the only one locally I have ever seen say, ”A CPA is a

necessary part of the business community.”
Now individual firms can work on this with great

diligence and they do.

But I think the profession as a

whole could do a lot more to accomplish this and get away
from the advertising aspect of it.
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CHAIRMAN TRUEBLOOD:

You are suggesting, then,

Russ, a rather large professional movement in the same sense
that John suggested this morning, a relationship with trade

groups on the accounting principles problem, an organization-

to-organization kind of approach?
MR. HUGHES:

Yes, at the level that it filters

MR. INGRAM:

I think that is important, not a com

down.

mittee of the bankers and a committee of us.

been tried.

I think that has

But I think it has to get down to the second

floor of the bank where they are doing the loaning.

That

is the problem.
I like what you say, Bob, about person-to-person,

but there are limits to time.

There are many clients who

won’t permit this and I suspect you can’t really go over
there and talk about a specific client unless you have the
client’s permission.
MR. SASSETTI:

I am not suggesting that you go to

the bank and talk about the client’s business.

I think

you should go to the bank and let the banker know what you

look like.
MR. INGRAM:

And the first question he will ask

236

you is,

"Who do you handle that we handle?"

If you are

Arthur Anderson, all right, he can go over there and list

24 corporations, but you and I can't.

MR. ROGERS:

You have a threat there when you tell

the banker who you are.

You have the threat of your being

I would have liked to have done this.

there.

I think I would

have saved myself a couple of months of embarrassment.

The

bank received this statement and loaned six times net worth.
They finally got what they deserved to get.

I finally went

to them myself and asked them what was the background.
said,

"Well, you never came to us."

What should I have done?
in a good position to go.

They

They never came to me.

I knew my clients.

I would not be

So it is a tough deal.

CHAIRMAN TRUEBLOOD:

May I just put one on the

table, because we have run into this in relation to our

practice.

The individual bank and the individual banker feel

they ought to be able to call on us, call up the Institute

and say,

"This is lousy reporting, go do something about it."

It is awfully hard to handle.

MR. ROGERS:

Just one comment.

There is no bank

in Joliet, my town, that has membership in Robert Morris
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Associates.

But if there were any, it would be a president

of the bank who makes very, very few loans and not the loan

officers who make all the loans, and they make the decisions
day in and day out, because up to a certain level these

bankers have some latitude.

MR. SASSETTI:

I just singled out the bankers, but

I think any profession you are involved with, if you view
any contact that you have available as a potential public

relations source — you might be involved in some prelimin

ary discussions with an engineer and you go to him and you
talk, and you remove yourself from simply being a name on

the cover of the audit report.
flesh.

You are there in the

He gets to know you, again before the fact.

Whether

it is an attorney, whether it is just going down to the

Commerce Commission and getting acquainted with the account

ants, and anything like that.
I singled out the bankers because it is probably

the most common, but I didn’t intend to intimate that you

would go in there and begin to talk about your client’s
business.

The idea is when he sees your audit report, it is

just a name on a piece of paper.

clusions from you.

He will draw some con

He will undoubtedly draw conclusions
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from the way you comport yourself, the way you dress, if
you look intelligent, if you look formidable, if you are
articulate and so forth.

MR. INGRAM:

What about this — in Chicago, and

I am sure it is true in other cities, the bankers run their

own institute for training the young men coming up.

Why

can’t our national trade association, AICPA get together

with these schools and get a training course?
CHAIRMAN TRUEBLOOD:
MR. DAVIDSON:

An on-the-spot-program?

I was horrified to find many of

the major banks don’t have a CPA on their staff and they

are quite proud of it.
MR. HUGHES:

Institute can do.

You asked me before what the

I think the Institute can and should

be doing the things that the individual firms are prohibited

from doing, advertising; advertising particularly, with re

cruiting.

This struck my attention.

son is in law school.

For instance, my

IBM has a very attractive ad in this

paper and they have one in at least once a month.

"Every

science engineering math student should know something about

CSSTP before he makes up his mind about a career.”

If an accounting firm put this in, you would be
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flooded with letters from all the people who didn’t want

to spend the money.

But the American Institute could put

something like this in a great many school newspapers at
relatively small cost, and have it written by a non-CPA so

it was good copy.

[Laughter]

And I think if they do — for instance, this is

a little art school that IBM is soliciting recruits from.

This is the type of thing the Institute should be devoting
its attention to, because we are prohibited from doing it.
MR. SCHORNACK:

at the Institute level.

A question on public relations

How was it organized, and over

the years has there always been a public relations staff

as such?

And Part A to that question,

how does this com

pare with say, American Medical or the American Bar and

so on?
CHAIRMAN TRUEBLOOD:

I will answer that question

as best I can and Stu will correct me in terms of the cur

rent.

Outside relations have been sporadic at best.

We

have had outside consultants on the bar disputes some years
ago, but until Jim Nichols and Stu Schackne came with us
two years ago, we had no outside consultants.

It was all
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done in the house.

This gets a little confusing because

organizationally there were several changes.

At the present

time Stu and Jim are consultants on almost any issue, I
think, confining themselves mostly to the problem issues
such as the APB disputes over the last few years.

I think

that might have been enlarged a bit.
The entire staff runs to what — two men and a

secretary?
The second part of your Question I can’t answer.
I have got the feeling that the others do more and in other

places, than we have.
the present time.

There is a program under study at

It has been a somewhat sporadic effort al

though there have been individuals such as John Lawrence
and Jack Kearney and myself.

MR. OLSEN:

May I make a comment?

I think the

American Institute could spend 10 million dollars putting
this message out and unless you, as an individual, are
aggressive and make yourself available to civic organizations

and that sort of thing, you are not going to get anywhere
anyway.

I think it is a waste for us to expect the Institute

to spend all this money.
MR. FAY:

There are four or five big firms
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represented; is there any organized thinking among these

or discussion or policy following up what you are saying
on how to implement it?

Are there any big firms actually

within their own organization that give attention, time and
effort to this public relations thing?
MR. OLSEN:

I think you wouldn’t become a partner

unless you perhaps had ideas of doing something like this.
MR. FAY:

Something like this?

I need more

explanation.
MR. OLSEN:

Being involved in civic organizations

and making your time available, JC’s, associated with
Chambers of Commerce and industry.
MR. INGRAM:

MR. OLSEN:

Why did you say “not during the day?”

I say not necessarily — it involves the

night, too.

Is there anything else before

CHAIRMAN TRUEBLOOD:

we close for the afternoon?

If not, cocktails will again be available in the
Presidential Room at 5:30.

If you need sustenance before

that time, go to the bar and sign Room 311.

Dinner is

scheduled for 6:30 but the bar will be open at 5:30.

will convene

again tomorrow morning at 9.

We

The session

tonight is completely informal.

[The meeting recessed at 5 o’clock.]
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SATURDAY MORNING SESSION

October 23, 1965

The meeting reconvened at 9:10 o’clock with

Chairman Trueblood presiding.

CHAIRMAN TRUEBLOOD:

We have two substantive issues

for today and then four topics which generally are profes

sional as distinguished from the substance of the pro

fession.

In our preplanning,we are one subject behind

the schedule set for yesterday.

We will ask each of the people

to shorten up on their preliminary presentations today for two

reasons, to give us a little bit more time on actual conversa
tion and so that we can telescope the schedule just a little
bit.

I would like you to be thinking of one thing.

We

hope to break at a reasonable time after lunch so that the
afternoon session won’t be too long, but as a wrap-up, we

would like, if you will, for each of you to put into the
record as it were, following the day and a half or two days
of discussion, the single project program or what have you

that sticks in your mind as being the most important thing

that the profession should get out within the next several
years, keeping in mind that as indicated yesterday, the
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accomplishments of five and ten years down the road are
largely those programs which have been started this year or

next year.

We get all mixed up in the short- and long-range,

but that is not important.

So if you will sort of bear that

in mind, we would like to use that format.
John, will you get us started on liability?

MR. SCHORNACK:

The key question advanced in the

area of liability is what should be done to avoid the im

position of unreasonable legal liability on the CPA.

And in

pondering that question, it seems to me we could spend just
a minute or two on some of the background of how this

liability evolved.

Unlike our English forefathers where

all this business of public accounting got started, when it

came here to the United States we didn’t have a company’s
act so speak to give definition as to what we do and some

of our responsibilities, but the profession developed here
as sort of a social need and a commercially desirable service.

So long before the SEC came into being in 1933, which put
some specifications and delineation of responsibility in
it, the public accounting profession was a rolling force.

But looking at the responsibility for liability,
underpinning all of that or the bedrock of that rests on
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what are the responsibilities of a skilled man, and public
accounting is part of a skilled profession.

Whenever you

discuss this subject, you always get back to one of the

fundamentals of the subject and that is the Cooley discus

sion on torts and I would like to read it because I think it
gives perspective to our discussion.

He says:

”In all those employments where peculiar skill is

requisite if one offers his services he is understood as hold
ing himself out to the public as possessing the degree of

skill commonly possessed by others in the same employment and

if his pretentions are unfounded, he commits a species of
fraud upon every man who employs him in reliance on his

public profession.

But no man whether skilled or unskilled

undertakes that the task he assumes shall
successfully and without fault or error.

be performed

He undertakes it

for good faith and integrity, but not for infallibility.

He

is liable to his employer for negligence, bad faith or dis
honesty but not for losses consequent upon mere errors of

Judgment."
Now the SEC broadened that definition of responsi
bility, so to speak, and as we all know the SEC, its legis

lation, all came in a social period under what some people
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term as irresponsible behavior of the businessmen that followed
in the footsteps of the great financial debacle of the late

Twenties and Thirties.

So they established that the CPA, the

accountant, was liable for misleading false statements regard
less, and the CPA was negligent of having committed a fraud
if he had no reasonable basis to believe that something was

true.
And unlike common law, unlike what Cooley had to
say on torts, the plaintiff does not have to prove under the

SEC definition, establishment of responsibility to the CPA’s

mistake.

We can read and find out if there is a precipitous

drop in the stock, such as we saw in the newspaper yesterday,

National Video going off 25, if that could be put on the

doorstep of a misleading statement which was covered by the
CPA certificate, then the person injured who lost 25 points

could presumably bring suit and it would be up to the
defending CPA to litigate that and prove that the whole 25
point loss was not the result of something he had said.

this is more than onerous, it is almost impossible.

So

You

can imagine if that were to occur and thousands of share
holders were in that position and you had multiple lawsuits,
it would wipe out presumably the greatest and the largest
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public accounting firm and make a serious dent in the great

coverage one gets

through Lloyd and so on.

And the public

attitude that exists seems to aggravate this, too.

We know

that we are making Judgments, that balance sheet and finan

cial statement has many considerations as to the future in the
area of depreciation, we are making some assumptions as to
obsolescence, some predictions as to useful life, likewise

with inventories, and the goingconcern concept and so on, but
the uninformed public doesn’t see it this way.

You are

working with numbers and the numbers are precise and they can
be added and multiplied and people can relate this to them
selves personally.

The expression is in dollars and that is one
thing we all understand.

And moreover, when one of these

issues arises, the public has the benefit of hindsight and it

very difficult to appreciate, to have any empathy to under
stand how the CPA could not have known.

So this adds to

this impossible situation, so to speak.

In no other profession is it exposed to the lia

bility of personal responsibility such as the CPA is.

He is

responsible for all errors even though they weren’t in any
way deliberate and he had no Intention to deceive people
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and no gross incompetence was involved, because if there is

an

error, there is a responsibility.

So this is quite

bothersome,particularly when we sit here and discuss the
future direction of the profession as to some of the responsi
bilities he should assume, that his role as a management

scientist in giving opinions on managerial behavior and
performance — well what are his liabilities going to be if
he gets into those areas?

The definition of liability today

just in the role he now occupies and assumes seems to be so
indefinite and so unclear.

The question is, how will we

possibly shape our position under the term "liability” for
the future.

Now in terms of lawsuits against public accounting

firms, there are number of them and there are far more in the
way of claims, settlements outside of the court.

I have no

statistics on it, but we were told that they are great and

whenever this occurs, the public accountant is reluctant to
fight this thing in court.

It is not only a great personal

strain to him, but perhaps irreparably damaging to his
professional status and his reputation in the financial com

munity.

So he can’t afford as a practical matter to be too

defensive of his position.

It doesn’t make economic sense

to him.

So these settlements occur.

And the question is,

this gets circulated; it gets down, and the CPA becomes prey
so to speak, to more claims, perhaps more lawsuits against

him, because they know he is inclined to settle.

So what

can be done to stop this, to have him assert himself and
certainly to have him explain and have understood his

liability.

Now some people suggest that maybe this should be
handled on a national level.

Does it make sense to have, say

the American Institute be the central body where the CPA

would bring all of his claims as soon as they are brought
forth to the Institute for consideration there as to whether

or not this thing should be pursued or maybe it could be

handled through a network of the society?

What should

be done about that?

The other question is, as had been suggested in
Carey’s book, that in this whole area there is such a lack

of understanding, lack of definition of responsibility, what
can be done in terms of getting it established in each state,

in each jurisdictional area?

Does it seem feasible that

you could have each state bring forth laws which would
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explain the CPA’s responsibilities or define them?

cate the public.

They edu

How could the profession inform the public

as to Just what are the responsibilities of the CPA?

Here

again, as I say, it is a general feeling that the work of the
CPA is a very precise thing so that if there is an error they

feel certainly his responsibility seems not to have a real
appreciation for the judgmental factors involved in our work.

So how do we correct this?

How do we impress upon

the public just the nature of our work?

I think with those questions, we might proceed
into a general discussion.

It seems to me you can just

categorize them into understanding of what the CPA’s
liabilities or responsibilities are.
CHAIRMAN TRUEBLOOD:

Thank you, John.

Who wants

to take off on this one?
MR. FAY:

I would like to ask a question.

I

remember a couple of months ago you made a speech somewhere
and you said, ”If this trend continues —”
it massive suits,

shall I call

"then the profession of auditing may be

come,” I think your term was ’’not feasible economically.”
What is the current cost of insurance in the terms of
percentage of fee volume?

Is it less than one-tenth of
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one per cent, or is it one percent, just to get it in
perspective?
CHAIRMAN TRUEBLOOD:

Let me see.

that in two pieces and carefully.

I have to answer

The premium is with

Lloyds and is always a negotiated premium.

So far as I

know there has been no interchange between firms and I

don’t think there is any percentage relationship that could
be used professionally.

As far as I know, obviously the insurance company
is going to ultimately get back what they pay out in claims,

so you can tie it up that way.

That is our exposure.

So

far as I know, nobody knows whether Lloyds does this nego

tiatio
n in terms of the experience of the firm or in terms
of their total insurer.

Some of us may have some ideas.

But I don’t think it can be related to percentages.

is a very substantial figure.

It

To this time, it is not a

very manageable figure, but it is still manageable.

The statement I made, and I think Carey made the
same statement, they write up 30 million dollar claims and

50 million dollar claims and you are not going to get

insurance on any basis, because you are going to be talk
ing substantial protection.

I don’t think I can do more
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than that.

Frankly, coming here,we haven’t yet been told

what our premium is.

MR. FAY:

Neither have we.

MR. SASSETTI:

If I may take up this subject, I

think the Institute as a spokesman for the profession could

consider the possibility of attempting to bring about some
what of a better climate in this area.

As a matter of fact,

as a matter of digression, I think we are living in an age

where people make livings by suing and living

takes of others.

on the mis

But for Instance, the medical profession

grappled for years with the problem of liability involved

in the doctor stopping on the scene of an accident and
administering to someone who was hurt.

This got so bad

that doctors, that had any prudence at all, would just continue
on their way.

I understand they finally got legislation

and I think the basis of the legislation was, there was

a public service involved.

And I am told by our sophis

ticated members who are dealing with legislatures that you
can usually get legislation if you can demonstrate public

service.

And I think this goes back to a degree to what

I was saying, that if we can get this across, this is pretty

valuable as a public service and it may be deteriorating as
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a result of this condition, there could conceivably be

legislation which would bring about alleviation of this

problem.
Now as to what the specifications of this would be,

what the guidelines would be, I don't know.

But I certainly

think it is an area that could very well be proposed by the

Institute.

CHAIRMAN TRUEBLOOD:

One of the suggestions that

has been made and that Ralph Kent's committee is working on

is revision of the SEC language in the 33 Act or the 34 Act
or both.

The 33 Act is the worst one, I guess.

And the

actual language for the revision of that has been proposed

and is under discussion.

I talked to a former Commissioner

about this and he told me I was either five years too late
or five years too soon for the present plan, and I don't

know what you are going to get on it.
MR. SASSETTI:
level or the local level.

I would expand this into the state

My understanding of the legis

lation involved in the medical people, that the profession
was very influential in bringing this thing about.

CHAIRMAN TRUEBLOOD:

You are right, and you have

touched on a very important point, and John brought this
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out because of the embarrassment and the difficulty of
identification.

Up to this time largely, each firm or each

individual or each case has been handled hopefully outside

of the newspapers and behind closed doors.

And it is the

purpose of Ralph Kent’s committee to get this whole thing,
lift it up to the professional level, with some joint think

ing, some joint effort

on principles if not on cases.

And

Jack Carey’s editorial in the September issue of the Journal
I think was probably the first time that the Institute had

ever spoken publicly on the issue.

We now have an article

on the entire subject which might possibly be published in
the Journal.

So these first faint steps for bringing it up to
the Institute level, for handling it on a broad professional
basis, have been taken, but what we do is another thing.
I want to point out or emphasize something else

that John said, this is not a phenomenon peculiar to us.

In

one of my meetings with Lloyds’ representative, speaking about
the Institute problem as distinguished from the fraud prob

lem, he had just returned from Washington, and I believe

Boeing,

by Court, had to make settlement in excess of

a million dollars on the accidental death of one airplane
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Our lawyers gave to me not so long ago, the

passenger.

product warranty situation in industry which is becoming
staggering.

There is a significant change in the law that

is developing that says, ”If you made this car and if it
was faulty and if a man got killed in it, the manufacturer

is legally responsible. ”

So you have a whole development

of personal liability here which we are kind of caught up
in a little bit, as I understand it.
MR. INGRAM:

On the theory that sometimes your

defense is your best offense, why can't the Institute give
those of us who practice in smaller units some kind of guide

lines as to what is considered acceptable limits of cover
age?

Has there ever been anything issued like that?

CHAIRMAN TRUEBLOOD:

Does anybody know of anything?

I don't.

MR. INGRAM:

You see what happens, we get Involved

with a salesman and a broker and the total extent of our
knowledge is his knowledge and ordinarily that is fairly

limited.

CHAIRMAN TRUEBLOOD:
MR. INGRAM:

sell you too much.

And he is selling insurance.

Yes, and he is almost afraid to

He doesn
’t know his product in most cases.
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It is a continual interchange between your broker and the
carrier, mostly which I think the local accounting firm

doesn’t see.

CHAIRMAN TRUEBLOOD:

We will see that suggestion

is turned over to Ralph Kent’s hopper.

MR. HUGHES:

Have they been willing to volunteer

what their firm takes in the way of percentage of gross
in insurance?

CHAIRMAN TRUEBLOOD:

my own experience.

I can speak only in terms of

Heretofore the maximum has been 30

million and Lloyds has Just recently offered a supplemental

20 million for a maximum of fifty.
MR. HUGHES:

How about the smaller firms?

Does

anyone have more than 100% of gross?
MR. INGRAM:

MR. FAY:

We do.

We do.

CHAIRMAN TRUEBLOOD:

I think you have to evaluate

— I don’t know if it is as simple as evaluating it in terms

of gross.

I think you have to evaluate the risk and the

risk involves your clientele.
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MR. HUGHES:

As Glenn says, there are no guidelines

and it is pretty much a Topsy situation that just developed.
MR. FAY:

Is there anything we can do at the state

society level in this area that would be useful in the future?

As far as I know, at the present time there is nothing at

the state level.

CHAIRMAN TRUEBLOOD:

There is nothing at the state

level except you might encourage a runoff of the professional

developments, what is it, a one-day program on legal liability?
That is an educational program.

That is the only thing that

has been done or is presently available at the state level.
One of the principal things that Ralph Kent’s
committee is talking about, is establishing a panel of

experts from all over the country.

This might run to 50

or 100, where each state society has a member, probably
each metropolitan area would have a member on that panel,

so that given trouble in Chicago, there could be direct
communication by one of your members to this panel member.
This gets it down to the state level.

Whether that is

going to be regarded as practical or whether it is going

to be implemented — did Ralph have anything to say about
that at your meeting?
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MR. SCHORNACK:
MR. DAVIDSON:
questions?

No, he didn't.
Could I come back to one of John's

You say you don’t think it is very feasible to

litigate these cases in court on an individual firm basis;

and to some extent, I gather you mean on a professional
basis.

Does anyone disagree with that statement?
It depends entirely on which case you

MR. ZICK:

are talking about.

I know of situations where suits have

been threatened and we have said,

"Go right ahead, we will

stand up and fight until you are gray and dead, " and there

are others where you just simply can't do that.
MR. DAVIDSON:

MR. ZICK:

Why not?

You haven’t got a case.

MR. DAVIDSON:

What about the in between?

Are

we to assume that 80% of the cases are legitimate cases
for a settlement?

MR. ROGERS:

Who settles these cases, the insur

ance company?
CHAIRMAN TRUEBLOOD:

I don’t know how the con

tract reads, but I would say it is a joint decision.

MR. OLSEN:

A firm was told either go to court

or the firm would have to pay its own.

They wouldn't pay it.
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CHAIRMAN TRUEBLOOD:

I think they have that right

under their contract and this is part of what has been
We have to stand up to them in spite of em

suggested.

barrassment or it is going to be an intolerable situation.

So I don’t think there is any question that some of the
cases that might have been settled ten years ago are going

to go to court now and thank God.
MR. SCHORNACK:

If I might add here, Carey brings

out expert testimony against defending CPA’s is important.

He said, "Juries and judges and Courts are heavily in
fluenced when another CPA is brought in to testify and give
an opinion.”

And he raises the question, should the

Institute consider adopting a rule which would prohibit
another CPA from giving testimony against another member
of the profession.

Of course he is quick to bring out

there are such matters as freedom of speech and so forth
involved here.

There may be some subtle ways of express

ing that the person doesn’t condone this sort of thing.
But aside from that, is this a good thing?

Is this some

thing we should endorse and would like to see happen where

you would not testify against your brother?

MR. SASSETTI:

I think hopefully that certainly
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this would be a good thing.

But from the other point of

view, as the medical profession has sadly learned, you

will always find somebody who will be willing to testify

and say what people want him to say.

You probably wouldn’t

find this caliber of individual a member of the Association.
But I would like to make another remark, Bob.
Certainly insurance is important, but I would like to

relate it to this other concept that we are concerned about

and that is the inhibiting effect of this liability on the
accountant.

I would rather see that the profession is shook

up and given some sort of a pat on the back in certain of
these areas that we have been susceptible to by legislation.
Because the answer doesn’t lie in simply being well insured,

because the inhibiting factor is still there and I think
the only way we can accomplish this is in this broad front
approach to it.

CHAIRMAN TRUEBLOOD:

Well picking up that point

and going back to Cliff’s last question, in our research,

this is firm research, we have determined that in the State

of Illinois there is a statute with respect to medicine
whereby the American Medical Association or some organized
group of doctors has, in effect, made available to any
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Illinois court a panel of people who are willing to give

expert testimony, so that either party in a suit or the judge
himself may by statute go to this panel for independent

professional testimony.
into John’s editorial.

I don’t think this would carry over
That was one point mentioned in that

But there is specifically such a statute in

editorial.

Illinois with respect to medicine and it would obviously

have to be a state factor with respect to state courts, so
maybe somebody should do some investigation on that.
MR. ZICK:

It seems to me. Bob, that it is incon

ceivable that a CPA will not testify in an action by a
third party against a CPA.

There are two sides to the coin.

If you don’t have expert corroboration of your point, you

stand alone.

And then of course, the other side, if you are

wrong, the other guy is entitled to some expert testimony to

show you didn’t

do a good job.

CHAIRMAN TRUEBLOOD:

The fascination to me about

this Illinois statute in medicine is that this is a way for
the judge to get a

reputable testimony as distinguished

from biased testimony.

MR. PYLES:

we are exposed to?

Is it really defined what liability
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CHAIRMAN TRUEBLOOD:
MR. PYLES:

No.

That is important.

Well why wouldn’t

it be possible for the Institute or the society to start
bringing some friendly test suits of predetermining the situa

tion so we can get some court decisions behind us, so when
your people come in and threaten you to sue, you can say,

"Well, go ahead.
sion before.

Here are the facts, here was the deci

I am not liable for this."

CHAIRMAN TRUEBLOOD:

I think you are absolutely

right that part of this solution has to be good case law.

How many years that will take, nobody knows.
the statistics on claims.

I have seen

They cannot be made available.

But let me assure you they run the gamut from ten thousand

to millions and millions, sole practitioners to the largest
firms.

The people who bring them are clients, stockholders,

banks, credit grantors.

We are talking about not the

isolated big suit that you read about in the newspaper. The
statistics bear out the fact that the range, the variety,
the causes are great. There are not definitive data.

You

can’t get hold of definitive data unless you get hold of
an insurance company who agrees to make them public.

MR. DAVIDSON:

Let’s say someone comes to a CPA
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and threatens to sue.

How do you know if you have a good

case or not in the eyes of the general public?

determine it?

Do you know yourself?

MR. OLSEN:
thing.

How do you

I think it has to be a case by case

You have to decide the fact before you decide what

to do.
MR. DAVIDSON:

How do you do the deciding?

Do you

decide yourself?
MR. OLSEN:

I am certainly not going to call you

on the phone and say, "I have got a case.”

Not meaning you

individually, but if I have a case against me, I am going
to call another CPA and say what would you do?

We have

to decide our own.

CHAIRMAN TRUEBLOOD:

You have to make the decision.

You mean you would not go to appear and discuss it?
MR. OLSEN:

MR. INGRAM:

I would not.
We do.

As a matter of fact, we come

to you or to Harry.
MR. KALLICK:

You haven’t talked about legal con

cepts, which naturally you would discuss with counsel.

But

considering we are a small firm and have a smaller practice.
I think we would definitely talk with some firms who have

22

had this problem

and see what their attitudes were.

Another thing which would disturb me, and maybe I

am wrong in thinking about this, but I think a smaller firm

like ours, if it had a case that would hit the papers, it

would devastating to us.

We don’t have the name behind us

the larger firms do that could withstand it.

I am afraid

if we had a case that hit the paper it would actually des
troy us.

I may be wrong about that.

MR. SASSETTI:

Echoing your sentiments and just

going a step further, just the fact that it is published
that someone is suing you, regardless of whether they have

a case or not, this is what bothers me. Because you have

this thing happen, people have the shotgun approaches to

certain things.

Just the fact that people picking up the

paper see that Frank M. Sassetti has been sued, they may not

be sophisticated,and even if it is very well edited

piece,

to reason the facts out and say, "Well, obviously it is a
nuisance suit.”

All they know is that they read it in the

paper that you are being sued so you are guilty.

MR. KALLICK:

Not only that, we have never hit

the papers under any circumstances and I don’t know, but I

have been told that the papers have a tendency to distort
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this type of situation.

MR. PYLES:

I want to go back to George's comment

yesterday, is there any real evidence to back this up?

personally know of no CPA who has been sued.

I

We all say if

this hits the newspapers it would be devastating.

I fear

perhaps as much and maybe greater than all of us.

But is

there any real evidence to back this up that it is devas

tating?

CHAIRMAN TRUEBLOOD:

Suits have hit the newspapers.

There is no question about that.

MR. ZICK:

There are firms that no longer exist

because of that.
CHAIRMAN TRUEBLOOD:

MR. SASSETTI:

That is right.

Regardless of what the size of your

firm is, the fact that Bob's firm is sued in the paper in
fluences in the profession.
who relate to me as a CPA.

It will Influence my clients
It is not that I am so much con

cerned about my own self and our small firm, but it is the
impact on the profession.

MR. PYLES:

Well I think if you acquaint more of the
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public with this,when P. W. or whoever it is, is sued —
MR. SASSETTI:

As an example of what I mean, for

instance, there was this famous plywood case in the East.

We received a number of questions from clients. They didn’t
write in, but when we were in contact with them, questioning

us about this fact and as to what occurred.

nately, they did a job on it.

I guess fortu

But the point is, whoever it

hits, it hits the profession.
MR. INGRAM:

Bob, I would like to come back, I can

understand why Harry or John or you might not consult an
other national firm, but I would like to get into the record

for those who practice as we do on a smaller scale, that we

have found the Big 8 a constant source of the greatest help
when we even think we have a problem.

They are very willing

to talk and their counsel is ordinarily very good.

CHAIRMAN TRUEBLOOD:

We have not handled our cases

as John and Harry suggest they do.

We have consulted with

other firms on the problem.
MR. ZICK:

All of us have, I am sure.

CHAIRMAN TRUEBLOOD:

I would like to raise this

question as a matter of policy, is there any feeling around
this table that as a matter of policy we are better off to
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get the problem into print, as it were, by discussion in the

Journals rather than continuing to handle it behind closed

doors?
MR. SCHORNACK:

Case histories or discussion of

the problem?

CHAIRMAN TRUEBLOOD:

Let’s take the second.

There

is available to this committee a laymanized version of the

Should the Journal publish

present law on legal liability.
it?
MR. ZICK:

I don’t see how it can help but be a

fruitful thing for the long run.

sitting on a powder keg.
to go off.

I think we all feel we are

You don’t know when it is going

You don’t know when you will turn around and

somebody will belt you with a suit or something regardless
of your merits.
MR. ROGERS:

This thought occurred to me, this

will be utilized by us all.

I think the small firms have

very little available.
CHAIRMAN TRUEBLOOD:

The negative is that the

nonpractitioner may get some ideas he otherwise didn’t have,

you see.
MR. PYLES:

Well isn’t that same information
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available through other sources?

Sure.

CHAIRMAN TRUEBLOOD:
MR. LUNDY:

Your circulation is one thing, we

would hope it goes only to accountants.
CHAIRMAN TRUEBLOOD:

That is not true.

More than

30% of the Journal is to nonpractitioners.
MR. LUNDY:

I don’t know if there is any way to do

it, but I know in the PD course, they mention a few of the
types of lawsuits that have been made and I am sure there
are many more that have come up, different types, which at
least give you some idea as to your exposure, what a CPA
might possibly be sued for.
exposure here.

I was not aware there was an

And one of these lawsuits might hit me or

someone around the table.

I think it is a good idea to

know where your exposures lie.

CHAIRMAN TRUEBLOOD:
MR. SCHORNACK:

MR. INGRAM:

Do you have any ideas on this?

I don’t have anything to add, Bob.

Isn’t it better for us, let’s put it

this way, our confidence with the public, won’t it be

stronger if we face our own problem than if we let somebody

else bring it to us?

CHAIRMAN TRUEBLOOD:

Yes, this is the issue it
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seems to me.
MR. LUNDY:

Who is that sacrificial lamb that

goes up and gets his name smeared all over the newspaper?
CHAIRMAN TRUEBLOOD:

feeling on this subject.

Well, I can speak with

The principal case in the entire

court history on liability is Ultramares.

I am sure you

all remember the other names in this case.
MR. SCHACKNE:

As to bringing friendly suits to

establish limits, I know that that was done in the case of

Standard Oil of New Jersey who did that to establish the
liability of directors against claims by shareholders with
respect to charitable donations.

Whether it was appro

priate or proper for a board to make donations to causes
and activities which were not directly related to business,
you see.

This was inhibiting the company from doing some

things which it thought was good for public relations.

They

thought that individual directors might be personally re
sponsible.

So they instituted a suit or got some other

company to do it.

As a matter of fact, they were not even

a defendant because they thought their size again would make
the thing too attractive to the newspapers.

So they got

some other company, a smaller company, to make a gift, and
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then brought a suit.

It was appealed and that set up

certain bench marks in this area where there had been none

before.

I think it is a good suggestion.

MR. PYLES:

Well my thought along this line would

be the state societies as opposed to the American Institute

because of the variations in the law in the states. But I

would think the state societies would draw on the Institute
for back up and whatever is required as to expert testimony,
as to what the guidelines are for forming this reasoned

judgment; and then we have our definitions of negligence and

gross

negligence and fraud, and we would define them within

their own liability section.

And in this event, I don’t

think there would be a sacrificial lamb.
you guys should do,
MR. ZICK:

The Big

I think it is what

Eight, really.

Thanks a lot.

[Laughter]

That is very sweet of

you.
MR. PYLES:

MR. ZICK:
MR. PYLES:

You don’t have to have a lamb.

Just the money.
I would be willing to pay a little

more dues to get some of these things defined.

MR. ZICK:
MR. PYLES:

How about our insurance premiums?

I feel that the Big 8 does in fact
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subsidize us a great deal for these things.

It is not

my thought the Big 8 would do this, but I wouldn’t hesitate
to have the Big 8, or the Big 9, including me from Homewood,
get off on a panel.

I haven’t been sued yet, and I sincerely hope I

won’t.

But I would like to have some guidelines.

I am so

happy you are all talking about this last item of the
Institute’s relationship to the state societies, because to

me this is where the whole thing will crystallize itself as

to what we should be doing.

CHAIRMAN TRUEBLOOD:

Well I hesitate to bring this

one up, but I think we had better move on to ethics.

Glenn,

will you give us a short kickoff on that?

MR. INGRAM:
I can make it short.

Yes, I think I can.

In fact, I think

In fact, I have thrown out most of my

notes.
I assume Mr. Carey is at least a semi-expert in

everything covered in this book or that those people who

write the portions of the book were experts . But it strikes
me as interesting that one of the things that Mr. Carey is
known for is ethics and he has written ’’the” book on
ethics, now being revised and should come out shortly.
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Ethics is a subject, it seems to me, we can all
ignore or we can go on to the other extreme and get emotional

about it.

But it comes up in rather veiled references and

I have taken the liberty of Just Jotting down here as we

have been meeting together, such terms as Washington Street,
Oscar example, dispute becoming public now, salad oil
scandal, Billy Sol Estes, airing dirty linen in public.

Those

were terms that were used here and they were not really
but
shots, they all border on the ethics area.

Let me summarize Mr. Carey’s remarks.

And I sus

pect he will consider unfair, because he is a very learned
gentleman.

In the paper last night there was an article,

"BBC Looks at U.S. Sex ABC’s.”

’’The American way of sex, in summary, is Just this.

All we got were pictures of youngsters curled up together,

erotic, pop tunes, adult people giving their banal opinions
about free love," said the Daily Mirror’s Ken S. Scott, "I

learned nothing new."
I can apply this same thing to what Mr. Carey has

said in the book.
Now I think we have to decide what are ethics.
I suspect if were to ask this group, we would get sixteen

And
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different opinions.

So in order to start with a common

ground, one authority,not the AICPA, says that ethics is a
systematic study of the ultimate problems of human conduct.

And in preparing for this meeting, I took the liberty of
doing a bit of outside research and was interested to see

that the problem of ethics went clear back, it went further,

but one of the key examples was ethics among slave owners

way back in Rome.

And it is interesting that these were not

written ethics, but they were rather strictly observed.

If a slave owner did not observe this code of ethics,
he was subject to severe censure.

Now I will say at this point, I think, and I have
talked with many, many practitioners about this, that we

pay only lip service to a code of ethics.

I think we

observe those points which are convenient to us and I think

we ignore those which are not convenient to us.
I think it is a fair statement that Illinois has

been a leader in the area of promulgating the code of
ethics.

Therefore my reference now is to the Illinois code.

There are seventeen parts.

There are thirteen parts that

begin, "A member shall not—.”

There are two or three

other parts which infer that ”a member shall not.”

And so
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what do we have?

We have the Ten Commandments, all in the

negative.
John Ring wrote an article, an

excellent article.

I heard very little discussion, but John Ring recently
wrote this article, and his key message was that we need in

place of present code of ethics, a few carefully phrased
general statements.

Now let me summarize my position.

this.

I think it is well put.

I agree with

If we are going to be con

cerned with our "image” to the public, and if the public

is going to have confidence in us, I think we had better

turn around from the negative approach to this problem and
make it a positive approach.
Some years ago, and some of you were in the room,

too, I was frightened as I sat in the convention room in
Peoria and heard the leading partners of two national firms
get into an argument in open forum on competitive bidding.

The one made the statement that it was never engaged in it.
The leading partner whose name all of us would know, on the
floor stood up and said, "You have your head in the clouds.
International firm accounts change hands every day and on
a price basis."

That is almost a direct quote.
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I submit this is an example of what I say when I

say we are giving lip service to the code.

Now I know that

we are probably going to have this particular provision with
drawn in the near future.
Let me just summarize and use Mr. Carey’s words,

because he puts it better than I do.

His first paragraph,

"Experience teaches plainly that in the United States any
field of economic activity affected with the public interest

will ultimately be disciplined.
tive is acceptable.

Self-discipline if effec

The alternative is discipline under law."

Much of Mr. Carey’s remarks in here are directed
toward getting us to think about copying the Bar Association

and their approach to the problem.

Perhaps a third of his

work in here talks about that.
Now in summary, he points out that there were

approximately 90,000 certified public accountants in 1964.

Fifty-one thousand are members of the Institute.

It is his

feeling that there will be 120,000 CPA’s in 1970 and he is

hopeful and I suspect Bob is too, that the Institute will

have 70,000 members at that time.

His conclusion is that it

does not seem logical to assume that a national organization

from a central headquarters can exercise effective
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disciplinary control over that many people scattered over
so widely a geographical area.

The state society should

act as the local bar associations do, receiving complaints
and Investigating them.

The Institute’s role might then be that of
originator, educator and coordinator.

Lastly, I have to take a shot at my friend George
over there.

It seems to me that whatever our code of ethics,

that students are coming to us with absolutely no concept of
what the code is.

And that this area should be emphasized

more in educational institutions.

Key Questions — I have probably thrown them all
out, but let me take a look here and see if I can find them.
Let me phrase it this way, if the present code of ethics is

continued, does it take too long for additions and subtractions

to be made to the code?

Does the profession observe the code

as it exists or does it generally observe only certain por

tions of the code?

And this one I really like, and I think

you are supposed to like your own work, does the Individual
CPA have an obligation to report apparent violations of the

code?

If he has this obligation, does he do it?

perform the task of notifying the authorities?

Does he
And I
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think this question has to be considered in light of let’s
say, a staff man or a manager of a national firm,and how about
the sole practitioner or how about people like us in the

local firms?

That is all I have.

CHAIRMAN TRUEBLOOD:

Seemingly we are progressing

from sensitive areas to more sensitive areas, but I trust the
conversation will be free.

Who wants to start?

Would you

care to clarify what you meant by your allusion to this
privilege might be taken away from us?
MR. INGRAM:

Well, I think Mr. Carey makes it

rather plain, if we do not do this, that is establish a

machinery to handle our own problems in the area of ethics,
I think quite simply the Federal Government will take the
job over for us through their various commissions and so

forth.

CHAIRMAN TRUEBLOOD:

All right.

Who wants to

start off?
MR. PYLES:

Along these lines you mentioned that

the education is not being given to these people who come
into our profession.

I think this is correct.

correct in my experience.

I know it is

I had the awarding experience of

teaching or being staff leader of the training program for
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five years and during this time we had exposure to approxi

mately 260 juniors.
I am appalled at the things they bring out in their
discussion as to what they think is an acceptable code of

behavior.

I think it is because they are unaware of the

fact that there are such guidelines.

There are cases where

it is brought out,within the training program,relating to

Christmas parties, gratuities for example, going out with
clients’ employes, what are the various codes of acceptable
behavior while on the job.

Well, maybe we

cite

the educators for not teach

ing us down there, but has it really been available to them?
And secondly, of all, is this really a job for the schools

to do?

They are not turning out CPA’s, they are turning out

people who are hoping to qualify themselves to be CPA’s. They

have educational background in a practical sense, but where
do they get this training?

CHAIRMAN TRUEBLOOD:

I should point out, there

are now, I believe, some-twenty states that give an open

book exam on ethics as a part of the CPA examination.
MR. SORTER:

think

it

Another problem with the ethics, I

applies to auditors as such.
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CHAIRMAN TRUEBLOOD:

Auditors, or what about

public practice?
MR. SORTER:

Public practice, where presumably

people may go into all sorts of different things.
CHAIRMAN TRUEBLOOD:

That is the first defensive

statement I have heard you make since you came.
MR. SORTER:

I used to teach it.

Since I think

the aim of the course would be similar to audits that

would go out too.

They are acquainted with the status,

with the canons of ethics and should be, but I am not a
great one for believing in teaching ethics in school myself.

MR. DAVIDSON:

I am going to say, George, this is

a personal feeling, but I think that ethics can be taught in

school.

I am not talking solely about the CPA now.

I am

talking about an awareness of some of the problems human

beings face in dealing with one another.

It has been my

observation that most business schools have a very poor program

on trying to teach anything like this.
teaching the right approach.

I am not talking about

I am talking about teaching

people to be aware that there are ethical problems, just as
you might teach them to be aware that they have got to go

in and try to solve a business problem.

I think it is a great

weakness in all business and accounting schools at the present
time.
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I would suggest that you have some responsibility
when turning out people, to teach them that ethics are
involved and an awareness of some of the problems at least,

possibly how to approach them.

Teach them an awareness of

the problems.

CHAIRMAN TRUEBLOOD:

But this is not to say they

would take the responsibility for teaching the code of
ethics of the American Institute?

MR. DAVIDSON:

No, I am distinguishing between the

two carefully.

MR. HUGHES:

I would just like to observe that

ethics in my judgment is something that should be taught in

the home.

The parents increasingly turn the responsibility

over to the schools and become incensed because the schools

don’t do the job.

I don't think anybody who is raised

properly at home has a problem about knowing what ethics
are, and if he doesn't find them, he will seek them.
I don’t think we should consider the schools from that

standpoint.

So
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MR. PYLES:

Isn’t ethics the reasoned judgment, a

behavioral pattern set by the recognized group?
MR. HUGHES:

Well I have to concur with Glenn.

I

and not sure why we spend so much time paying lip service to
I think the business increasingly demands that you

it.

do what is necessary to stay in business and ethics is and
has become a changing thing.

I think this is backed up by

most statistical studies on human behavior today.

What was

an ethical standard 20 years ago is not an ethical standard
today in the minds of the majority of the population.

MR. SASSETTI:

Well I think a very simple

definition of ethics is nothing more than the right order
or the proper order of human activity.

sopher would agree with this.

I think any philo

But I think you can take this,

and I want to support the idea that I believe there should
be a formal course, whether it is our ethics or simply

ethics as related to business, taught as a part of the

curriculum.

I may be wrong, but I am quite certain that

most medical schools have a course in medical ethics and

I think some law schools have a course in legal ethics.
However, I think, just probing around in my
mind, that the demonstration of an unethical act usually
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is provoked by a situation where an individual is either
consciously or unconsciously attempting to make a decision

as to where he begins as a businessman or ends as a business

man or begins or ends as a professional.

In other words, are we running a business, are we
running an accounting practice and concerned with increasing
our volume and adding new units to our service, or are we

running a profession?

And I think that the failures that

occur, singling out in my mind what I would consider some
signal activity,usually runs to the people who have a con
cept that the accounting profession or the accounting

practice is a business.

And I think therefore this gets

back again to our concept.

CHAIRMAN TRUEBLOOD:
twist on this.

Let me put a little different

I suggest that education for business is

creating a concern — is going to have to consider an emerg
ing concern about certain ethical considerations that were
not in the books 20 years ago.

Due to the conflict of

interest cases, I suppose the most publicized one is the

Chrysler case.

There are some mores developing here,

going back to the insider transactions in the

SEC and that

sort of thing,which to me means increasing consciousness
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of this kind of thing across the business world, including
accounting.
MR. SORTER:

disagree with Justin.

I would agree with you on this.

I

I think I do, I am not quite sure.

If

you mean a student in business today, any student for that
matter, should be aware of the mores of society and what

society he belongs to and what the requirements of that
society are and how they change

I think this is true, and

I think we tied into this by inquiring in a sense what place

does anthropology and sociology have?

For instance, where we
change from peasant economies to democratic economies and
the involvement of the social structure.But if we have what

we call in the imperative sense, thou shalt and thou shalt
not, I am very opposed to schools ever doing this.

I think

the religious connotation has no place in this.

If it is a question of finding out the awareness
of the

Great

Society and how it changed, yes.

MR. DAVIDSON:

This is what I am talking about.

CHAIRMAN TRUEBLOOD:

Now I want to switch this

conversation in the few minutes before we have coffee to
something else Glenn mentioned.

He talked about Carey’s
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discussion of how the bar handles this.
put out on the table a specific.

I would like to

I don’t know exactly what

Glenn had in mind, but I have spent a great deal of time

talking with counsel in New York City about, whatever they

call it, the New York Bar, whatever it is.

They have a

volunteer organization where in effect,every day of the week,
from Temple to or what have you, a panel of lawyers is avail

able to anybody, a client, another lawyer or what have you.
They can come in and discuss their complaints and be advised

as to whether it is a valid complaint, whether it is frivo
lous,he wil
l be discouraged if he is a crank, and this sort
of thing.

But this is all outside of the machinery of the

bar for handling the case.

This is an Informal public

service, or they so regard it.
Now generally speaking, the only counterpart in

our profession is the possibility or the right to make an
informal Inquiry of volunteer ethics organizations which

does occur when the state society meets three or four times

a year.

Is there any advantage in our being more formal in

relation to such a structure as the bar?

MR. ZICK:

Well it seems to me they must have a

great deal more questions in the area of ethics than has
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been our happy lot.
MR. KALLICK:

Except for very generalized rulings,

almost everyone has an attorney, but almost no one needs
an accountant.

MR. SASSETTI:

If I may speak to this, I believe

it has an aspect of possibility in my mind from another
point of view.

I think that this type of situation could

lend itself to being a sort of a forum where some of the

misunderstandings of internal ethics within the profession
could be cleared.

Let’s be very candid about this.

If I

am standing with a group of my peers, I oftentimes will

hear the quiet complaint of alleged unethical practices of
some other firm.

The same individual won’t come out with

this in the public forum or public group, but he will moan
and groan among his own level of fellow practitioners.

I think if we went around the table we would
probably find this is true.

And I think if these com

plaints could be channeled through an organization like this,
a conference committee like this, that it would do a

tremendous educational job Internally and alleviate some
of the problems. Because I think it is a problem and I

would like to talk about it a little later on, because
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I would like to say a word about this.

CHAIRMA
N TRUEBLOOD:

We have made one step in

this direction in the ethical areas, the so-called prac
tice review committee, in effect where any banker, stock

holder, what have you, can on a practical basis submit an
inquiry for appraisal and I might add without reference

to the executive board.
MR. PYLES:

Is that effectively working out?

CHAIRMAN TRUEBLOOD:

cases.

They have handled a number of

I think the statistics are that they handled some

thing like 100 Inquiries this year.
MR. INGRAM:

Do you see any value in having a

code of ethics that could be shown with pride to the
general public and do you really think we can show our pre

sent code with pride, or do we show it with some fear?

CHAIRMAN TRUEBLOOD:
opinion, to start with,
nots.

I would have to say in

candidly I don’t like the do

I think many of our rules deal with niceties as

distinguished from the substance, but there are some

pretty fundamental things in it.

It seems to me we do

have a code, we are a profession because we have selfdiscip
line, and my personal opinion is, of course, it could
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be improved, but I am happy we have got what we have got.
Well perhaps much of what I said

MR. INGRAM:

sounded negative. But Mr. Carey does point out and I agree

with him, that we have handled things pretty well up to
But that doesn’t mean we couldn’t handle it better.

date.

MR. SASSETTI:

briefly, Bob.

Let me add one more thing very

It is my personal feeling that I think the

presentation of our code of ethics should be re-edited.

I

think that we are aware of this new breed that we keep

hearing about, the restless, liberal, inquisitive, rambunc
tious youngster.

This type of a presentation sure isn’t

going to make much of a hit or be
to mind in the

very impressive.

I call

revision and revamping of regulations in

schools, to go around, so to speak. Years ago I was a
youngster and when someone said, "Don’t do that,” that was

enough.

But today I don’t think kids react

in this

fashion.
MR. LUNDY:

When I was talking about personali

ties, the point I was going to touch on, and I will go back

and bring it up now and get some general discussion, is
about the possibility of a code of ethics on recruiting.
There tends to be some rather rough tactics used by
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many of the firms, not cutthroat tactics exactly, and of

course, not by any of the members at this table, but some

times they get a little bit rough.

CHAIRMAN TRUEBLOOD:

You don’t need to make that

clarification.
MR. LUNDY:

We have these glorious codes of ethics

for existing employes, for existing clients, and yet we go

out to recruit the unspoiled seniors from the colleges.
Some of the tactics used, I don’t think speak too well of

this profession.

For instance, the type of competition that

I have heard about and seen some first-hand, and I just

kind of would like to get an idea as to whether we think we
do a little policing on this, or leave it all for grabs,

which it is now.
CHAIRMAN TRUEBLOOD:

Does anybody want to say

anything on that?

MR. ZICK:

I am curious as to the specific in

stances that he had in mind.
MR. LUNDY:

I have heard of a few instances where

fellows were hired and other firms went and they tried to

go over this bid. Or I have heard of cases where one of
the professors told me about a case where one of the firms
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had someone hired and another firm came and took this fellow,
and took him over night.

party in the hotel.

And another firm had a wingding

These are some of the things I have

heard and these are hearsay.

This is not first-hand in

formation, but I have heard other stories about pretty
competitive business on these.
I have also heard cases where firms did not hesi

tate to knock the other firm from a professional standpoint
to make themselves look better by comparison.

Now I realize these are probably isolated cases,

these are not the norm. But this type of thing, if it is
going on, I think the bigger firms know better and I don’t

think it speaks too well for our profession.

CHAIRMAN TRUEBLOOD:

Maybe George would know

better what is going on on the side.
MR. SORTER:

Well as far as I know there has

never been a case where somebody accepted a job and then

some other firm hired them away.

I certainly believe in

bidding in the sense that not all salary offers are uniform
and that the good man will get more money.

would hate to see anything but that.
correct; I think that is right.

I personally

I think that is

I think firms should compete
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to attract good personnel.

I don’t think salary scales are

I have not been aware, and I am fairly sure that

locked.

the firms that recruit — I have never heard of any student

saying one firm has knocked another.

I would be very sur

prised to hear it.

CHAIRMAN TRUEBLOOD:

from the standpoint of
MR. SORTER:

What about entertainment

accounting firms?

I don’t know what they do in the

interview program on campus.

They don't entertain.

fact, we take them to lunch, uniquely.

sors.

In

This is the profes

And as far as the students, when they are invited

for visits, when the firms are recruiting, I know in Chicago

firms, there are no overnight parties.
them to lunch at some club.
procedure.

I am sure they take

I am sure that is standard

That is as far as it goes.

CHAIRMAN TRUEBLOOD:

There is one thing that

enters into this, Todd, and I am currently out of the re

cruiting effort, so I am not currently informed. But it
was my experience that many schools, in fact most of the

larger and better schools, sort of establish a list of

rules through the placement office or through the business

schools which are supposed to be applicable to all
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recruiters.

Now maybe this isn’t where the discipline

should come from.

Am I not right, George?
I don’t know.

MR. SORTER:

CHAIRMAN TRUEBLOOD:

Some of you are involved,

do such regulations apply only at the school level?
MR. DAVIDSON:

every year.

We go to one of the business schools

They put out a resume book.

We look through

the resume book and pick out the people we want.

Customarily,

similar access to all the companies is permitted. If you want

to take these people, invite them out, tell them about the
But it applies equally to all the

firm, you can do this.
firms.

I really don’t consider it unfair in any sense.
MR. LUNDY:

Well if these things I am talking about

are merely hearsay and don’t have any substance, let’s for

get about it and let it go at that.

I kind of doubt every

thing is as lily white as we are painting it at this table.

CHAIRMAN TRUEBLOOD:

There is competition for the

good recruits, there is no question about that.

But if it

is in an unethical way, I am not as concerned about it as
you.

MR. DAVIDSON:

I don’t think you can restrain the

price competition on public accounting firms.

If
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the people were just competing among ourselves, that would

be one thing, but we are not just competing among ourselves.
MR. SASSETTI:

I can’t see why price competition

should have any ethical connotation.

MR. SORTER:

Well it does.

I might say this, that

a firm that is not represented here,

withdrew support

from the graduate school of business.

They said we

allowed one firm to make some unconscionably high offers to
our graduates.

This was one of the Big 8.

We told them

what you told some of the people who filed suits against you,
it had no merit, that is just too bad, good-by.

CHAIRMAN TRUEBLOOD:

Time for coffee.

[A recess was taken.]
CHAIRMAN TRUEBLOOD:

Well we are not going to

move into the machinery of the profession, I think, if only
because of the stated time limits.

these up a little bit.

We are going to shorten

Further than that, I think they

kind of all come together and the discussions may not be as

discreet as has been heretofore.

Now we will start out with Russ.

O.K.

Concept

of the firm.
MR. HUGHES:

I will start with Mr. Carey’s

51

conclusions and state that I agree with his conclusions.

Number one, he concluded that the firm is the unit of

practice in our profession.
Number two, that the economy will continue to
require firms of various sizes.

Number three, the professional society should con

tinue its efforts.
Number four, develop some means of recognition of
the firm as contrasted with the Individual by society.
However, I come to these conclusions by a little

different route than John did in many cases.

I think the

problems that are created by difference in size between

national and local firms are more than psychological.

Mr.

Carey seems to think they are primarily a state of mind.

I

would like to qualify by remarks by saying this is not an
antagonistic attitude, at least from my viewpoint.
more a question of recognition.

It is

I think our economy is

such that bigness is essential in the eyes of the public.
The mere fact that you are large lends credence to every
thing you do and this, I think, is evidenced by government

in the younger generation, and everything with which we
deal today.

Our society correlates this with the competence
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we are seeking, I surely think besides.

And I think a

professional rating as such, put it this way, I don’t think
the smaller firm will get public acceptance unless they

continue growing in size.

So I think a 2-man firm must

become a 5-man firm, and the 5-man firm must become a 10-

man firm and the national firms have no choice, but to

continue to grow.

It is also my opinion that we should reconsider
the premise of accountancy as a profession.

I have a feel

ing that it is reaching the size that it is a business.

We

are the only profession that has a substantial number of
people in it who are not CPA’s.
firms hire engineers,

This trend must grow.

Large

they hire psychologists, they hire

anybody who can do a job for their clients and I think they

have no choice.

By the same token, the same thing applies

to a small firm that you have no choice, if you wish to
deal in the market place, then you must give the lady what
she wants.

The collective effort which is evidenced in many
areas today among the small firms is merely a way of
creating bigness and some of the practitioners who do this

pay different lip service to it, but essentially they are
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trying to create the impression that they are a larger
firm.

And why?

Because I think they sense, perhaps should

sense, that bigness makes for correctness in the eyes of

the public.
I think the CPA’s who are associated with national

firms are organization men.

I think they think as a firm

instead of thinking as individual practitioners and I think

this is also a very big distinction between the smaller
firms and the larger firms.

The image of the firm is para

mount in the national firm.

I don’t see how it could be

any other way.

Whereas you take the smaller practitioner,

he is always talking in terms of “I” — my policy, I did

this, and very seldom do you hear him say ”We did this,”
as again contrasted to the big firm.
Studies in behavorial science today, I think,
fairly conclusively prove that all human behavior today is

toward a centralized government approach; the Great Society
if you will.

And just like the Republicans fragment their

efforts by fighting among themselves, the Democrats win

elections.

And I think that the recognition here probably

is something that our group could spend a great deal of

money and time on.

We tend to keep all of our operations
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a secret.

There is no comparison, no financial data avail

able on public accounting firms.
I think this is a mistake.

It is a deep dark mystery.

I think the knowledge of what

other accounting firms are doing, the success that they enjoy,
would be very, very helpful in causing our profession to

grow.
The large firms, I think, run their professional

business as a business.

personnel work.

They have people who do nothing but

They have partners who do nothing but

administrator work.

It is my suggestion and I think it has been

proven by many progressive smaller firms, that every account
ing firm should have a partner who spends the majority of
his time on things that are not chargeable.

I think it

is the only way you are going to be able to exist in the
long run.

The practitioner who boasts of the fact that he
has 1800-2400 hours a year of chargeable time, I think is

short-changing himself.

Somebody in that organization

should be doing something about his own organization, what
are its problems, what is the staff doing, are they

trained, does he attend professional development programs,

does he join in the civic movements in his community and
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so on.
I happened to use the same words Glenn used
I wrote down just one comment on professional

over here.

ism.

In a profit-oriented economy, why should CPA’s guard

against a commercial outlook? And then I say, "Maybe it
is only lip service.”

I think it is confusing to our

clientele whom we continually advise on how to develop a

more profitable operation.
hat one day.

So they hear us wearing this

The other day we turn it around and tell

ourselves and everybody else that we are strictly a pro

fession in which profit is not paramount.

The accreditation of firms, I don’t happen to
agree with.

I think the only ones you can give accredita

tion to are individuals.

I don’t think it is possible to

give accreditation to a firm.
John’s suggestions.

This, again, was one of

The accreditation as used in medicine

and in law is again of individuals, it is not of firms.

And I think it is most unfortunate, our profession evolved
on a basis that we

hire people who, in fact, are not CPAs,

at the time we hire them.

And I think this is the most

distinguishing factor about our whole operation is that
lawyers are lawyers, but accountants can be anything in
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the world and are, as a matter of fact, in most firms.
Mr. Carey, infers, comes out and says almost

continually, "that it is generally assumed that work per

formed by the national firms is backed up by demonstrated
professional and financial responsibility.”
I suggest that it is not demonstrated.

I am sug

gesting that it is accepted by bankers, by investment houses

because of their size.
do.

This is not to discredit what they

I am just saying this, they are not continually pressed

to demonstrate this as a smaller firm is who is fighting
for a registration job, who must go and sell himself to a
brokerage house, to a bank, to anybody.

He has to continually

prove that, ”I am as good as somebody else."

And in my

judgment he may even be better technically in many cases

than a large firm.

He may have more knowledge at his dis

posal because he is more presonally involved than a partner

in a large firm.
There isn’t any Question about the fact that

bankers exert great pressure on small accounting firms and
I think unjustifiably.

But again, it is easier for them

and it is also safer for them.

There is safety in bigness

and I deplore conversations when small

pract
itioners say,
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”I can’t compete,” because I suggest that you can compete.
All you have to do is to copy what made big firms big, what

made small firms grow.

It is a very, very simple process

and I don’t think it has much to do with professionalism.
Bankers in small towns are under the same pressure we are.
You have three banks on three corners in a small town and

they all take the same position; they don’t care whether
their statement is certified or not; they are afraid their

customer is going to walk across the street where somebody
doesn’t demand proper financial statements.

They are in

a competitive position and they are willing to take the

risk.

And all the conversation in the world, I don’t

think, is going to change their thinking until competition
changes.

I mentioned earlier about this question of ad
vertising.

I think this is one area where the American

Institute can do a substantial job of reaching students at
all levels.

If we cannot as firms advertise, if we can

not give our message any way but verbally, or on a face-to-

face basis, then I think the national and state organiza

tions should do the job.

do it without criticism.

They are the only ones who can
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I agree with Carey’s position that small firms as

group, do very little in the way of organized recruiting, in
the way of contributions to schools, to the civic community,

to a great many things, because they are too busy.

For a

fellow who had a brief rise to stardom and apparently has

lost favor from Ohio, an expression has stuck in my mind,
he said, "Accountants spend a great deal of time doing busy
work.

They don’t ever take the time to sit back and see

where they are going and why they are going and the terri

fic amount of competition."
I think the small firm has the same future as the

big firm.

The growth of large firms, I think, causes what

John Carey says is "fear."

I prefer to use the word

"concern." I am concerned about losing clients, I am con

cerned about being able to compete, but I don’t think I
do myself any good if I just sit back and think about it.

If I see a member of an accounting firm in every
function I go to and I see their names in the newspaper, on

the Community Chest and on something all the time, then it
is fairly obvious this is the way they make themselves

known.

So I take the position if they can do it, so can I.

I don’t understand why small firms are reluctant to
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emulate the policies and practices of large firms.
I think the concern for ethics is an individual
matter and not a firm matter.

I think the larger the

firm becomes, that ethics become a practical thing.

become something that allows a parameter
do.

They

around what they

As long as they stay within this particular area, I

think they feel they are following ethics.

And I am sug

gesting the possibility that this area they start out with is

probably growing in size each year.
is forced

I think again this

on them by our society.
The investment of capital in accounting firms is

something that I think smaller firms overlook.

I know very,

very few accountants today who are not financially success
ful.

I also know very few who invest money back in their

own business.

They will play the stock

market, they will

buy real estate, they will invest in small companies, but
how many of them will invest in a new man who is nonproduc

tive for a year, how many will buy a new machine they will

have no use for at the moment, but they think they can make
use of it, if they had it in their office?

We don’t put enough back in our own business.

is what we advise clients to do continually, invest in

This
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yourself, invest in what you know.

Carey says, "The fee structure of small firms is
always lower than large firms.”

should be that way.
than large firms.

And he thinks that it

I happen to feel they should be higher
If what the small firm says is right and

they are closer to their client, they know about his busi

ness, they in effect, do a better job, why shouldn’t their

Why should they be lower?

fees be higher?

Finally, I would like to get into a very contro
versial area and I would like to think this would be looked

at some time in the future, and that is the area of the
corporation.

I would just like to read a few of my own com

ments which I have jotted down here.

Partnership structure is outmoded.
quated.

It is anti

You can’t leverage capital, you can’t leverage

people in a partnership.

of continuity.

There is no reasonable assurance

I don’t think corporate form prejudices our

responsibilities.

It is very, very difficult to merge

partnerships, as I am sure large firms have found.
cumbersome, they are awkward.

They are

We almost never recommend a

partnership to a client because of the complexities of
partnership agreements.
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Our function to society is one of the most impor
tant in holding together our capitalistic form of government

and society.

Yet we debar ourselves in the same process

from participating in it.

We continually sell and recom

mend it, but we don’t follow what we say.

I think it is

going to become increasingly difficult for firms to find

younger partners who are willing to bail out the older
partners as they grow in size.

The financial requirements, I think, are going to

be myriad.

The corporation is a better way to organize

capital, it is a better way to organize man power,

I think as we talked earlier this morning, a major

financial catastrophe could bankrupt even a large firm.
When we say we are concerned about our continuity, when we
say we are concerned about giving our clients something they
can hang to, I wonder what would be the result of these

clients of a large firm or any firm that could possibly be

bankrupted by liability or some kind of a lawsuit.
Why do we assume unlimited risks and exposure with
no possibility of unlimited rewards?

this morning.

We covered that before

Why couldn’t we incorporate all phases of

our practice except auditing, as was mentioned?

And in fact,
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it is already being done by several firms.

are obviously better in a corporation.

Tax advantages

I think the public

would feel more secure with corporations than with a
partnership.

I don’t think we have ever explored this in

the depth we could today with production from computers.
So my own conclusions and recommendations are

threefold.

The first is that we should investigate the corpor

ation scientifically, not emotionally.
Number two, that the scientific compilation of

data should be started to determine what the public wants of
us.

I have a feeling that what we think they want and what

they want are different.

And recruiting, I think an all-

out effort should be started by the national Institute to

replace what the local practitioner cannot do because of the
output of funds.
I hope that is within your time limit.

CHAIRMAN TRUEBLOOD:
MR. OLSEN:

Thank you very, very much.

I have a statement.

I disagree com

pletely with your comments on incorporation.

how that would help us at all.
and services, not with products.

I don’t see

We are dealing with people

The only thing you

would accomplish with a corporation is to solve this liability
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problem, nothing else.

Talking about it would be easier to merge, I don’t
see how it would help at all.

You are dealing with people.

I can’t visualize the benefits of having a corporation other

than liability.
I just wanted to relate that com

MR. SCHORNACK:

ment on the development in investment banking,the brokerage

business in some firms like Merrill, Lynch, for example,
taking the corporate form.

Now you may say that the nature

of their business in part is product.

On the other hand,

there certainly is a big service area there.

For example,

if you are going in the investment banking service, the ad
vice in some respects is comparable to what we are doing.
Yet they find the corporate form of life a desirable one

aside from the tax and all the other ideas advanced for it
in form of construction.

This has not affected their

operation any that I know of.

Do you think this is possible

for a public accounting firm to do the same thing?
Certainly some investment banking houses have not
gone that route.

Some are still partnerships, but it is a

possibility.
MR. SASSETTI:

I don’t think I would be inclined
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to write it off so quickly as an impossibility or an
improbability.

I suggest that the engineering profession,

consulting engineering profession grappled with this for a

number of years and for the last couple of years, has de
veloped the corporate structures of practice and they have
found that they have no problems.

In fact, they have found

some very fine plus signs in the perpetuity of it, the con

tinuity and so forth.
I don’t say that I would subscribe to it, but I

think it would be worth studying with a view to the prob
ability.
CHAIRMAN TRUEBLOOD:

Harry, in the limited cases

in which doctors have bound together in the corporate form
under the new tax provision, how did they exclude the limit

of their liability?
MR. OLSEN:

The only advantage of that is this; the

Revenue Service possibly granting them something, but I under
They are not granting any

stand that is not even working.

There are very few corporations of doctors.

approvals.

CHAIRMAN TRUEBLOOD:

But when they do have it, do

they somehow find a way to exclude the legal liability

restriction?

Does anybody know?
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MR. ROGERS:

I think they use the other device,

treat it as a corporation.

MR. PYLES:

together.

They associate

They don’t incorporate.

In Illinois they have the

for-profit corpora

tion where they associate together to be taxed.

But it is

only for doctors.

This was

It is limited to physicians.

resolved last week with a revenue ruling for those who went

through 1960 and 1961 applying for rulings.

In essence, they

said they would let those be, but from here on, no more.

CHAIRMAN TRUEBLOOD:
MR. PYLES:

This is a federal ruling?

Yes.

CHAIRMAN TRUEBLOOD:

Well the history in the

Institute is that this was up once at counsel and was re

jected.

I should not say "rejected,” there was no authority

to go into further study.
Russ.

I have forgotten the discussion,

I am inclined to agree with you that the study, the

background and so on was more conversational than scientific.
MR. HUGHES:

I don’t know how many of you were in

Florida two years ago at the annual meeting when Bill Robeson

of Indian Head Mills gave his talk and dropped a little

bombshell.

And I think the most significant thing I felt

in that meeting was, I was sitting in the back of the hall
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and when he finished talking, and accepting the fact he
was a pretty good spellbinder,

60% of the audience

stood up and gave him a standing ovation.

Two hours later after they all cooled off, you
couldn’t find one person in the group who thought the idea
But when he finished talking every

had any merit at all.
body came up, to a man.
MR. ZICK:

First of all, I would like to say there

are statistics available on the income of partnerships.

If

you take a look at the Department of Statistical Analysis,
you will see.

Secondly, I want to comment on this corporation
idea.

It seems to me that if we want to move ourselves away

from a profession and into a business, I think we can do it

through a corporation.

I think that will insure that the

public will look at it as a business, not a profession.
Philosophically, aren’t we saying in part, by func

tioning as a partnership, we think we are adequate to render

professional opinions on financial statements, on financial
information, and we are willing to back up those opinions

with the totality of our resources.

To attempt to limit

ourselves, it seems to me to be the opposite of what we are
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Frankly, I wish there was

trying to do.

pelling reason.

some other com

I would hate to see us take a step that

would detract from our own image of ourselves as a profes
sion.

MR. HUGHES:

Has this been discussed in academic

MR. SORTER:

If it has, I haven’t heard it.

circles?

MR. OLSON:

What Harry said about service and pro

duct, even in the idea of services we deal in principles
and I can’t Imagine the logic in the spirit of the thing.

A corporation, whatever it is, I think the very nature of
the services even perhaps has a difference in meaning and
the form of preparation, although it may solve a lot of

problems, might knock out all the things we are trying to

do in spirit.
We are trying to tell in public we are rendering

opinions.

if you turn around and form a corporation, you

are just saying, "Well, we say that, but that is not what

we mean.”
MR. HUGHES:

I think the thing I am trying to get

at is, are we doing what the public would like us to do or
are we doing what we want to do and making them like it?
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If we are to render a public service, shouldn’t
we from time to time, find out what the public thinks is

a service?
MR. ZICK:

Are we rendering a public service or

a service to the public?

I think there is a considerable

distinction.

MR. HUGHES:

MR. KALLICK:

Again it doesn't change my point.
What effect will having a corporation

have on the service?
MR. HUGHES:

on us.

I don't think it will have any effect

I don't think it will do anything but Improve it

from a practical standpoint.
MR. SASSETTI:

I would be interested in knowing,

taking up with what you said, Bruce. There are other pro

fessions who deal in rendering opinions, architects, con
sulting civil engineers, surveyors, and these people have,
in fact, operated as corporations.

I would be interested

in finding out what their approach to this is, what their
attitude is about this area and how they have gone about it.

I know nothing about the legality of it.

Perhaps they

do have a waiver of liability.

CHAIRMAN TRUEBLOOD:

What about management
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consulting firms?

Aren’t some of them incorporated?

MR. SASSETTI:

Yes, the two biggest in Chicago are.

CHAIRMAN TRUEBLOOD:

It has some attraction to me.

I happen to be handling the affairs of a legal partnership

and every time they go through a change of a comma, I think
the

corporate structure would certainly be easier.

It

couldn’t be as bad.
MR. SCHORNACK:

You mentioned, Russ, the develop

ment of groups of small firms.

The American groups of

CPA firms is another one, and you indicate in part an

attempt of reflecting bigness.

Well, ostensibly the purpose

of it is to fill the need for training in which they have

been unable to do as individuals.

A former professor at

Northwestern, Mr. Mullen, is the director of the American

Group of CPA’s.

I had a chance to talk with him and

his work is developing seminars and course materials and
manuals and so on.
And my question is this: Would this development

have occurred at all if, let’s say, the professional de
velopment activities of the Institute started, say five

years ago. Would they have looked to the Institute, would
that need have been filled by the Institute?

And another
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statement is that, if the Institute’s professional problem

course continues with vigor and expands, could we expect
to see no further development in this area?

When you get

down to it, is it bigness that this group represents?

CHAIRMAN TRUEBLOOD:
group.

I think there is another

I am not familiar with the American group, but I

am with the CPA Associates.

They get some specializa

tion or they talk as though

they get some specialization

and referral opportunities out of their organization that

they would not otherwise.
MR. ZICK:

Russ, on one occasion you talked about

the advantages to it, what kind of possible legal liabili
ties are smaller practitioners perhaps subjecting themselves

to through these associations?

If somebody does a piece

of work out some place, as part of the association, and

gets sued, and you are part of it, what happens to you?
MR. HUGHES:

You get caught.

MR. INGRAM:

Well, our firm used to be a member of

one these groups.

think I will name it.

It has not been named yet and I don’t

Historically we had to resign

a couple of years ago and we opened on office on the West
Coast.

The purpose for our group was not training and it
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was not specialization, but was to enable the members of
the group to offer their major clients services on a nation

wide basis.

And in our particular group there were no

referral fees.

I am just as happy to be out of the group,

I can add that.

Our attorney went into the legal aspects.

We

felt there was no additional liability incurred over and
above that of any referral.

CHAIRMAN TRUEBLOOD:

Am I correct that there was

an earlier development somewhere in the Midwest like 15

or 20 years ago, a banding together of Midwestern firms that
did disband somewhere along the line before CPA Associates and

American came along?
MR. OLSEN:

Does anybody know that?

Wasn’t thisa thought to consider then,

for the small firms, that perhaps there should be quite a
movement to get a number of them to band together into a

larger firm?
MR. KALLICK:

Well, it still doesn’t sound small.

You can’t say every small firm will get into the group.
has to be an independent solution for small firms.

CHAIRMAN TRUEBLOOD:

What are you suggesting,

Harry, in the sense of what the profession might do, that

It
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we might encourage them?
MR. OLSEN:

That the Institute encourage this

type of movement.

CHAIRMAN TRUEBLOOD:

By the sense of help with

relation to format, structure, ideas and so on?
MR. INGRAM:

If there was any reason

that we

were disappointed that we had to leave the group, it arose

from perhaps what might be called a fringe area.

I noticed

in ethics, and I didn’t know whether it was my presentation

this morning or whether it was the usual fear, and I
noticed in Russ’ presentation, there are a couple of key
points nobody is hitting on.

But if you get together in

a room like this, with let’s say ten other practitioners
and each of you is from a different city, the information
flows pretty freely back and forth as opposed to those of

us who practice in one geographical area and are in effect

competing with each other.
So the key benefit of these groups is the

inter-change of information.
MR. HUGHES:

I can document this.

I make it a

practice to go to professional programs that are outside of

Chicago.

You learn substantially more in those sessions,
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you get a much franker discussion from people who are not

in effect in your geographical area.

They are much more

inclined to speak frankly.
MR. PYLES:

This is true, and I experienced the

same thing and my acquaintances have noticed the same thing.
CHAIRMAN TRUEBLOOD:

I wonder if the PD Group is

aware of that?
MR. HUGHES:

I don’t think they are, because many,

many people ask me, “Why do you go to Philadelphia, Denver —“

Well,besides the fact I like to travel, I get more out of it.
MR. KALLICK:

The Illinois Society for Public

Accountants has had for the last ten years what they call
forums with speakers.

It is a dinner meeting and before

the dinner meeting, they are given a Round Table discusslob

and they are given a topic and they throw this thing out.
I have been told by many, many people, and I think Bob

will back me up, because he was at one time the chairman

and he started this, and this is strictly Chicago, that
at the table discussions there is a great interchange of
ideas.

I am sure that extends beyond the meeting

the way home.

on

I find it hard to believe that you have to

go outside of your local area to have free and complete
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discussion.

Wherever practitioners get together, they

are delighted to discuss their problems and I think perhaps

it requires one person to open up, but after that —
MR. HUGHES:

MR. KALLICK:

Is the subject technical?
They talk about anything,any account

ing problems.
MR. SASSETTI:

Interestingly enough, another by

product I observe from that is that it builds a great fra
ternity among people.

Just getting to know other people

in the profession who are dealing with the same problems on
the same level as you, is encouraging and I think this has
developed an interest in professional activity, too.
But may I ask a question, going into another area

of what Russ said; Russ, from what you said I gather that
you subscribe to Mr. Carey’s thesis that the small firm is

going to continue to exist and should continue to exist.
I would like to hear your reaction to my question.

How do

you feel about this with the implication of the movement
toward specialization, the specter of EDP hanging over

your shoulder, which I think is going to obviate the book
keeper ultimately, assuming that the small practitioner

has the attitude like I have of trying to convert every
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write-up job or general ledger job to an audit one day,

what influence do you think this is going to have?

MR. HUGHES:

I think the influence this is going

to have is that if you recognize it, you should do some
thing about it.

And I think probably the way to do some

thing about it, is to invest your time and money into the

people and machinery to do it.

yourself.

Get into data processing

Set a goal, five years from now you are going

to have your own computer, as an example.
MR. DAVIDSON:

May I make a comment on this?

I

am making this comment because I feel fairly strongly about
in principle, it is very misguided notion.

This is one I

am concerned about because I think it is a real risk.
There are many small firms now considering getting

into the computer business.

I think looking at the future,

and this is sort of projection, there is a very good chance

no small firm in the computer business will be able to
compete.

There is some evidence, among large companies at

the present time and with technological changes that are
taking place in computers, that in a period of five to
fifteen years, what you could very well have is a computer
utility concept within the United States
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run by large industrial firms that are going to sell

computer time on the same basis they sell electricity now.

And I am concerned,because I have some real evidence, about
what may happen to the small firm that gets into the
computer business.

I do not think they will be able to

compete in furnishing computer services per se.

I don’t

know if it is going to happen or not, Russ, but I would
like to throw it out as a matter of record.

I am person

ally concerned about this because five or ten years from

now, it may be a matter of great concern.
MR. SASSETTI:

What I wanted to tie together in

this question was the influence of computers and the trend
toward specialization.

What will happen to this firm?

Will

they be strictly in the bookkeeping business as a result

of having lost whatever audit clients they have because of
the influence of specialization?

MR. HUGHES:

MR. SASSETTI:

Why would you lose your audit clients?
I don’t know, I am Just throwing

it out.

CHAIRMAN TRUEBLOOD:

Justin’s comments relate to

entering the computer business, service business.
having a knowledge or computers —

Not
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MR. HUGHES:

What I am saying is, any firm can

start out and buy an add puncher machine, an investment of

$1700 or so.

They can put their own records on it if noth

ing else, which gives them more data than they now have.

And

anybody who is keeping records will eventually keep them
on some sort of data processing equipment.

large industrial firms do it.

Banks do it and

It will all be on this basis.

Now if the small firms say they can’t do it, I
think they are mistaken.

You are merely going to commit

yourself to the fact you are going to hire one employe who
is going to devote full time to this process and by the

simplest piece of equipment there is, because they change
them every day.

What you buy will be outmoded tomorrow,

perhaps, even if you wait for the ultimate.

And if you

are concerned as Justin is, that something is going to
happen to you ten years in the future, I don’t think you

are going to accomplish anything.

There should be risks

in public accounting as there is in any business venture.
I think this doesn’t Impede the national accounting

firms from having specialists in data processing and in
formation systems.

MR. DAVIDSON:

We are talking about two different
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things.

I agree with you fully on developing competence

on computers.

But don’t you think the small firm going
will be a salvation.

into the computer service business

I don’t think it is.

MR. SASSETTI:

I don’t want to get into a finan

cial revolution, but my remarks, my feeling is conditioned
by the fact that I believe, knowing people who have de
veloped in the bookkeeping area, a fellow hangs up a

shingle and he gets into the bookkeeping business, that
ultimately, at least from my knowledge, they develop an

imbalance instead of going ahead.

And I would say pro

gress for me would be going into the audit field as

opposed to the write-up field.

But there is tendency of

these people to develop an Imbalance and they end up with
a practice which is substantially bookkeeping.

effect of economics comes into this.

Perhaps the

And I think, too, the

installation of of these computers is going to provoke this

to an even greater extent.

You are going to have the

machine, you are going to have people coming in wanting to
use it,and therefore you are going to develop more of this

type of business which will take more of your time and
business.
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CHAIRMAN TRUEBLOOD:

Well, happily we have such

a Systems Development Corporation working on this.

Hope

fully they will give us some hacking on this particular

thing.

We went into a contract with them.
MR. KALLICK:

Well, I got the impression, I talked

to this fellow Conway who is working on it.

As a matter of

fact, I mentioned to him I thought the tenor of the whole

meeting down in Dallas was they suggested that local firms
do get the computers.

That is because they had two speakers

who were with small firms who had computer installations.

They indicated that was not their intention at all.
matter of fact, it was quite to the contrary.

just trying to educate us.

As a

They were

But if you talk to some of

the fellows down there who have gone into computers, I

would say for most of us, it is economically unsound.

These

people are losing fifty to one hundred thousand dollars a
year getting into a computer and it just isn’t sound.

And

if you are talking about maybe in two years you will break

even, that just isn’t sound.

When you talk about the

utilities, the service in the banks and all the competition,
that is senseless.

I think we have to look beyond to where our
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fits in.
CHAIRMAN TRUEBLOOD:

Unfortunately, we have to

change gears and call on Mr. Sorter for research.

May I

remind you, you gave us ten minutes of your speech yester
day.
MR. SORTER:

My time is limited to ten minutes?

The floor is open for questions.

[Laughter]

I will be very brief.
I think I said most of it yesterday without getting

into specifics or about what we can do about it or the pro

fession.

I am sort of, by my profession, on the other side.

What both of our professions can do about this,

one, I think I indicated that I feel the research presently
being done in accounting and presently being done by the

American Institute, but also by others, is not research at
all.

I think it is misplaced.

It is the wrong type of

research to do.
Carry says on Page 347, "Research Involves not
only discovering the previously unknown, but also the

accumulation, arrangement and analysis of what is already

known."
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It seems to me the research efforts of the American

Institute have sort of gone, not only where it is unknown,
but it is almost at the present state of our knowledge unknow
able.

I think it is putting the cart completely before

the horse to construct a very specific system of postulate
and principles and this may be an unusual position for an

academician to take.
Before we know, these are very precisely what

they are doing — what we are doing and what our purpose is,
I think we need to know more about what we have at the
moment, before we can go on and move on.

And also as I

mentioned yesterday, a system is completely lacking in
any of this research.

It is shocking to me.

Carey quotes, I look on Page 356;" each accounting
research study must cover the following points:

Definition

of the problem —“ that is fine,"alternative considerations,

conclusions and recommendations.”
Well, where is the evidence?
doesn't seem to be any place for it.

There
I think that is sort

of shocking, myself, that this is part of the organized

research program.
The academicians — of course a lot of the research
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that has gone on and talking that has gone on, has consisted

of, and it used to be very popular in the academic profes

sion, talk about the identity concept, the image concept,
and I once out of devilment, I suppose, asked some of the

Ph. D’s, what numbers would you calculate differently given
any one of these three concepts, and it turned out the

same

answer, except perhaps in consolidation where the con

cept has no meaning is, ”No number would be affected.”

So

this is really talk in which there is no real content.
And the profession is at fault also.

In a speech

a colleague of mine gave to the meeting of the American

Accounting Association on "Literature in Accounting,"

once

he cited the immediate past president of the Institute,

we thought we would lose a

professorship. [Laughter]

An article appeared in the Journal of Research
talking about the attitude of people to accounting services

and it Implies where there are so many questionnaires.
Then we get into substantive numbers and
we don’t know what basis these were sent out on. was

it a statistical sample; what was the percentage that
replied; does this apply; do different characteristics

apply?

Dave’s point is that both the resources of the
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Institute and resources of the firm which this man is
distinguished by would have permitted, with relatively

little effort, more careful structuring on this type
of survey,

I think each one of us when we do research --

actually the medical profession has begun to do this,

before they tackle a problem., they will ask what are the
statistics, how can they make this meaningful., not just

to this patient in Decatur, but to the profession as a

whole.

I think this is absolutely essential to research.
Let me say this does not mean I am not for basic

research.

One of the things I do have to say also, when

we have focused on the second part of this analysis and

accumulation,

I want to say this, the one study on this,

Grady's work, is not even accumulation, it is all arrange
ment.

to it.

There is no accumulation and certainly no analysis

Now this doesn’t mean that I don't think we could

make basic and more applied specific research,

I think

basic research covers some of the things, as far as I know
that have not been questioned since 1964,

There is, for instance, the fact that double entry
requires essentially two names and two numbers to record

events, and these two numbers have to be the same.
Now actually double entry
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accounting does not require equality of debits and credits.

Why, if this was appropriate once, is it still appropriate

now

— this is real basic, I would say — the two numbers

have to be equal?

It is not necessarily what things do they

rest on, whether you can justify them on the fact of per
fect competition, if there is perfect competition and there

is some reason to say the two numbers should be the same, but

is this appropriate?
I like to use the example when you buy cash, you

assume the bank loan for the amount of cash you get, even

though it is your responsibility to pay back the principal
and interest.

On the other hand, when you buy inventory, you

quantify the assets by the responsibility you assume is pay
able.

Is it necessary that the two numbers should be the

same?

This is really as far as I see of no worth.

This is

much more basic than what occurred to the society and so on.
So there is a lot of interesting research in very basic
things that could be performed.

Then the other thing, it seems to me, that we can

do besides this, is to try to define
in our accounting.

consistencies

We use a lot of concepts like matching

costs of revenue, for instance.

What do you really mean by
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that?

It is just incredibly hard to find out and it is

the sort of thing that people use without having any idea

of what it is.

There is no real definition of it.

We use such things as basic assumption of the

price level, unchanging price level.
unchanging price level.

No one assumes an

What we do is, we say that the

changing price level is not a relevant event to communi

cate.

That is quite different to say we don’t assume the

price level changes.

Then almost more important, not only do we get

into basic research as should the two numbers be the same,
but should we describe it by single numbers.
sary?

We are really being very abstract.

to be abstract.

Maybe we want

Maybe we want to reduce complex business

to two names and one number.

of arranging, is it necessary?
affected?

It is neces

Well what about the concept

How would communication be

Why did we pick on the single number, the

absolute concept, it has got to be a single number, it can’t
be between so and so, to describe this position.

We don’t know

how this will work out.

Another thing that needs investigation is that a
lot of our research finds out what we do and why we do it.
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I think we might find out a lot of things we do were completely

logical and relevant to conditions that existed in the past,
but no longer exist.

This you can only find out, why you

presumably adopted what you did.

One of the things that is clear as we move into a

more service-oriented economy is that we have to have
consumer oriented accounting.

I think what we have at

the present time, may become obsolete.

How do we treat

services or research, or employe training and so on?

Are

they given sufficient increasing emphasis in this sort
of thing?
The fact that it is very comforting to know we can

lock on something, but we have to be sure what we lock on
will support this trend.

One of the things we always say

is, "Well, you can’t quantify our advertising and so, it
can’t be measured that way," and I think the accounting
profession ought to be reminded that zero is a measure as

well.

In fact, we do measure it, because we measure the

fact that we buy these services and then we measure how

much of this has future benefit versus none, witness the
fact that we assign zero to future benefit as a measure
of this.

And this is particularly strange to me since we find

talk all the time that income measurement is the more important
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thing and the balance sheet less.We say we can’t have the
balance sheet cluttered up by these things.

O.K.

But I

think we need research in these areas and this is

basic

research which is hard to do and would be painful and take a

long time.
But I think more readily available is not so much

to say, to bedevil ourselves.

I think the present

accounting information has more potency than we are willing

to admit and that the uses of accounting information can be
extended.

In other words, I think we have to investigate

for all the different things that accounting is used for.
Here I can talk about it, we are doing something

about it.

I said we are doing at the present time some

of the things that Leonard should have done, investigating

the effects of the different accounting practices on prices

of stock.

For instance, different accounting firms with

different practices.

Does the stock market read through

accounting differences or does it not?

This is important

Information that bears on how important the problem of
diversity in the accounting profession is.

We are doing two studies; one, the use of account
ing data in predicting failure of firms.

It is amazing
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how well sophisticated methods of attack does predict
failure, and the other is the use of accounting data to

predict bond rating changes and new bond rating issues.
This is also useful in undeveloped areas of how accounting

is useful.

You can state a hypothesis.

This is the sort

of thing that has occurred and what your Institute can do
about it.

First of all, I don’t believe that research can

be done by committees.

I just believe very little

can be done by committees, but research certainly can’t.

I think research, essentially, has to be done by indivi
duals, two individuals working together with the same
interest, and you don’t pick one just because he is high

or one because he is there and so on.

I think furthermore, research should be done by
universities and not by the American Institute.

I think you get into too many legitimate difficulties,
political and otherwise, when a professional association

starts handling research.

I

fought the medical association

for years for doing research on cancer, smoking — after

accepting the grant from the tobacco companies, and without

impugning the highest motives.

But I think research has
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to be done by individuals and should be done at the univer
sity.

I think it should be supported to a great extent as

is now being done, by the AICPA.

They are beginning to do

it, but more recently, both at the doctoral level and at
the faculty level to encourage research carefully drawn

up, research proposals, not necessarily following the
list that I read that Mr. Carey mentioned.
Furthermore, I think one of the things which they

could do is to encourage good empirical research by doc
toral students.

One of the ways they might do this, is

by subsidizing computer use by doctoral students.

very important.

This is

I can’t think of a dissertation coming

out of our place today that some place has not utilized
computer information.

This is very expensive.

Most doctoral

sponsors today do not provide for any significant amount
of computer time for their recipients.

This is a supple

mentary thing the Institute could do, given an accepted

doctoral dissertation, an hour of time. It wouldn't cost
very much but it would be very helpful.

So I think the Institute should abandon its
formal research program and should farm it out.
I am biased.

Obviously,

You should support research financially,
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however.

Moreover, it should encourage research by its

own members, however, as individuals and do that in various

ways, by competition for best papers, recognition of best
papers and things of this sort.

MR. DAVIDSON:

MR. SORTER:

Sabbatical leave?
Perhaps, yes.

So I think this is

the form that the Institute’s activities should take.

I will briefly talk about the journals
is my second thing.
find out something new.

which

There I really don’t know.

Again I

A majority of the audience of the

Journal of Accountancy is not practitioners or not account
ants.

CHAIRMAN TRUEBLOOD:
have 125,000

They are not practitioners. They

subscriptions; they have 55,000 members

Included in that subscription and I suppose 75% of our

membership, 50% of our membership is practitioners.
MR. SORTER:

The question it raises,that must be

answered by the Journal,is in the sense of what

want the Journal to do?

do you

It says here, too much concern with

detail; too much technical jargon; writers should write for

their own Journals with the thought in mind of public con

sumption.

There is a real point there.

Any Journal has
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two uses, readability, the first go around, when it goes

on the desk; but then the Journal is put in the library and
the question is, how often is it consulted?

not the same.
it get read.

The two are

The one is, is it interesting, and does
The other is, does it have continuing

value for your staff people and does it have a place in the

library?

And the question is, which of these needs the

Journal should serve.

Also, should the editor be an accountant or should
he be a professional journalist?

And once that is settled,

we appreciate that Mr. Carey said some nice things about the
Journal once started,that tried to fulfill the latter need

of a place where research can be communicated.
fact, in our library.

libraries.

It is, in

I wish it were in more of your

Although we are not happy, we supported and

found ourselves in the unfortunate position of saying, "Give

us money anyway, even though we have no deficit.”

We

could have got a deficit by full cost accounting. [Laughter]

So there is a question as far as the Journal.

There is another thing that perhaps again there are prob
lems about

the Journal of Accounting,

that gives it an association voice.

There are certain
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restrictions, whether admittedly or not, that apply.

Noyes

told me that he would never turn down an article by a

president or past president of the AICPA.
[Laughter]

We would.

And I am just questioning this.

I think as

far as Journals are concerned, the Institute should at

least decide much more than I think it has done, but should
formulate specifically what the purpose of their various

publications is and perhaps support other publications
that do cover some of the objectives that are necessary besides

communicating.

That is what I have to say.

CHAIRMAN TRUEBLOOD:

Thank you.

We have a little

time for discussion.

MR. SCHORNACK:

George, you mentioned that the

AMA in conducting the research on the study of cancer. I

understood they contributed money, but the money was given
out to universities and institutions to conduct this.

Their

position was they were the body who contributed the money
and should handle the money, but they wouldn't do the
research, although they are overseeing
Chicago.

the research in

I think that might be a format for a central body

to control the research, but not actually perform it.

MR. SORTER:

Yes, I think it should support
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research.

But whenever you have research, we are finally

getting research studies in the American Accounting Associa

tion and that is only after we have disapproved the thing that
each research effort had to be approved by the executive
committee.Because no research effort was ever published by
the American Accounting Association.

CHAIRMAN TRUEBLOOD:

I think, George, you are a

little bit unfair in the concept of the APB.

I agree with

you on the committee structure and all that, but the con

cept of the APB was they would funnel money to the educators
for the basic accounting research study.

You are right,

however, in the second piece of that, that the researcher
works with the planning committee.

However, they have the

authority, only 51%, to declare that the study is not suit

able for publication.. They don’t control it.
MR. HUGHES:

One question I am interested in, what

is the cost per hour of computer time for a doctorate, have
you any idea?
MR. SORTER:

MR. DAVIDSON:
about.

I should know that, but I don’t.

It depends on what you are talking

I would say it would be about $100.

This will buy you an

hour of good computing time on a pretty high powered
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computer.
MR. SORTER:

In most cases, you do not need

more than an hour or two hours.
MR. SCHORNACK:

That goes a long way.

In the area of journals, the

question is brought up about they are too technical and

should be more in the layman’s language.
agree with that.

I tend to dis

We should have place where it should be

very technical and this should be that spot.

If we are

going to pursue this thing about layman’s language, again
if you look to the AMA, what do they put out — they set up

Today’s Health. Today’s Accounting could be something that

is set up in the way of the doctors.
MR. SORTER:

MR. LUNDY:

now?

This is Noyes’ position, too.
In effect, haven’t we really got that

If you read the American Accounting Association Review,

that is somewhat more technical.

articles that won't go

They have the type of

into the Journal.

I would say

they can’t be quite as basic in makeup as some of the
American Accounting Association.

CHAIRMAN TRUEBLOOD:

I think in a sense the Journal

of Accounting Research goes even further.
MR. LUNDY:

I am aware of that.

I think even
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the Accounting Review is more basic.

CHAIRMAN TRUEBLOOD:

What happened was the

School of Economics at the University of Chicago usurped
the function of the American Institute and is trying to

justify it.
MR. SORTER:
going to do this.

I just found out the Institute is

We were just told.

MR. SASSETTI:

Has a survey ever been made as to

the readability of the Journal?

CHAIRMAN TRUEBLOOD:

Yes, they have readability

studies every quarter.

MR. SORTER:

As I said, this is only one thing

to think of, not only readability, but archive ability.

How often is it referred to?

In professional Journals, I

think you can get hung on the readability thing.

think that is the prime thing.

I don’t

It is not, do you read it

as it comes to the desk, but do you refer to it?
MR. SASSETTI:

How are these surveys taken, is

it by a sort of Neilsen approach?

CHAIRMAN TRUEBLOOD:

I think each issue is tested

on the basis of content, interest, all these kinds of things.

MR. DAVIDSON:

Last week, I got one of Management
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It was a survey questionnaire

Service’s publications.

whether I had read the articles, what I thought of them, so
forth and so on.

Maybe they do this same thing.

MR. PYLES:

What happened to the Management Services

magazine or journal that came out?

It came out initially

and there was a lot of reading for the layman, but it was
too technical.

I don’t know what happened to the subscrip

tions.
CHAIRMAN TRUEBLOOD:
20,000.

The subscriptions are now

We hit something of a plateau.
MR. PYLES:

Was this depressed from the initial

subscriptions?
CHAIRMAN TRUEBLOOD:

No, it has been a constant

increase but the rate of increase has leveled off.

MR. HUGHES:

On the use of computers, does the

Institute do anything along this line for the doctorate
students now?

Do you have anything in the budget at all?

CHAIRMAN TRUEBLOOD:

Yes, the committee on

relations with universities makes some doctoral grants. How

they are selected or how many they are, I don’t know.
MR. SORTER:

grants.

Yes, they do make some doctoral

So does the AAA.

But as it turns out, these
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doctoral grants are not competitive, really.
were to get

If they

students this way, they would get the poorer

students, and I don’t like that.

There is lots of money

from outside sources for scholarships and I think it would

be very nice if the AICPA gave some nation-wide competitive

fellowships, go into something of the nature of competitive
But in a dignified

fellowships, something of this sort.
way.

They could serve a useful function if they don’t want

to do this by giving supplemental things to stimulate the
type of research they feel should be done, and that could

be done on that basis.
CHAIRMAN TRUEBLOOD:

Harry, is there any feeling

that the Institute should get into the tax publication
business?

They do nothing now, you know.
MR. OLSEN:

I haven’t heard the subject discussed,

but I would doubt that they should.

I think they are not

equipped to do it.

CHAIRMAN TRUEBLOOD:

I didn’t mean in a service

sense, I meant a journal of taxation.
MR. OLSEN:

Well I think there is a possibility.

We do have a huge store of ideas.
CHAIRMAN TRUEBLOOD:

You don’t see any crying
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need at the moment?

MR. OLSEN:
MR. HUGHES:

I don’t think so.

There is too much to read now.

CHAIRMAN TRUEBLOOD:

I am quite aware of that.

Is there anything else on this?
I think then we will break just a few minutes

early for lunch and try to get it over expeditiously and
get back here even before 1:30 so we can wrap it up.

[The meeting recessed at 11:55 o’clock.]
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SATURDAY AFTERNOON SESSION
October 23, 1965

The meeting reconvened at 1:20 o’clock with
Chairman Trueblood presiding.
CHAIRMAN TRUEBLOOD:

I think we will Just pick

up a few minutes and get started right now.

Harvey, do

you want to take over?
MR. KALLICK:

My topic is, ’’Specialization,

Referrals, Accreditation and Competition.”

John Carey

starts out his book, as a matter of fact, the very first
sentence he says:

“Specialization in a modern

industrial

society is unavoidable. ”

Then he goes on a little further to reinforce his
argument by quoting from Harrison Tweed who wrote regarding
the bar association:

”If the monopoly of the bar depends for its
existence on the myth that every lawyer is competent to

advise any client on any matter and can perform with equal
proficiency in a police court case and in a complicated

corporate reorganization, then the monopoly cannot survive.”
I think if we could look to the structure of
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the larger firms for further reinforcement of any

specialization, the large financial firms all have depart
mentalized, sophisticated departments.

I think this is

indication enough to justify his point that specialization

is required.

The area of specialization brings up another
problem; the problem of accreditation.

Do we give these

people who have achieved a certain level of status, of

competence, special accreditation?

Do we give them a

title to indicate they are something which the generalists

are not?

And if small firms or firms that do not have

this area of specialization, if these firms are going to

be able to compete, aren’t they also going to have to have
these specializations?

Aren’t they really going to have to

be able to refer to someone who is specializing?

So I think the area of specialization brings
up these two problems of accreditation and referrals.

I would like to go further into this by posing

the questions that the book brings out regarding speciali

zation, referrals and accreditation.

Under the heading

of "Specialization” I think the first question could be,
and some of these are really tied in with specialization
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and accreditation; should recognition be given to special

ists who qualify under set standards such as we have?

Should we have set standards, and should we give

these

Should these specialists

people certain qualifications?

first be required to demonstrate competence as general
practitioners?

And what would be the minimum level for

these general practitioners?

And what about those offices

that have the people who are not CPA’s if CPA’s is

going to be the minimum of competence?

Should specialists

organize subgroups within the society to become part of
the American Institute?

The next question:

Can GP’s survive in

firms that have specialists?
Bob mentioned something yesterday which I think

is very important.

If the concept changes, the input con

cept of the people coming into the profession and these

people are so highly trained, will we need specialists
at all?

This is another question.
I think one of the questions that Carey poses

is, ’’Will specialization put smaller firms at a further
disadvantage because larger firms already have this
greater degree of specialization.

And will the lack of
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specialties

by local firms point up the fact that all

firms are just generalists?”
Another point that was brought up, can special

ties evolve without special recognition?

this question is self-evident.

The answer to

They already have.

The question of referrals, does the present rule

regarding referrals between firms actually help crossreferring?

Has it gone far enough?

Has it done the job

it should have done?
Then, of course, Carey poses the question about

technical specialists, and I think the answer to that is
probably self-evident, too.

My thinking, and this is strictly my personal

thinking is that the profession eventually is going to have
to create specialists and give them accreditation.

I

think it should encourage members who do become specialists,

who are in the small firms to limit their practices to

these various specialties.

By limiting their practice,

they will not be general practitioners, but they will
have one or two or three groups of specialties.

But any

general practitioner who does not have a specialty in his

shop could feel free to refer because he knows now the
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fellow he is referring to is not going to be interested

in his business, because of the fact he does not handle

general practice at all.

It is very similar to physicians

who specialize to limit their practice.

Or, and I know there is quite a bit of opposition

to this, I believe that local firms by and large would be

delighted to refer business to those firms, the national
firms, who have highly developed departments, specialty

departments.

But most of us, I am sure, are concerned, I

say all firms except one, and that one has a small business

department, we are concerned once we refer that our client is

going to come to the realization the large firm is in a
very good position to handle our client.

Since they

have to go there for specialty work, why shouldn’t they go

for everything?

So it seems to me, and I have never

penciled this out, but it seems to me possibly national

firms might do well in the long run to not have small

business departments.

The claim has been made here, that

we handle the matter economically anyway, and it takes too

much overhead for the small business department.

If you

would give up your small business department, I think the

local firm would be delighted to refer their specialty
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problems to you.

We wouldn’t be faced with the problem

of developing a sophisticated management services depart

ment and going through

the expense and time and so forth.

That just about wraps it up.

That is my

With that I would like to throw

thinking on the thing.
it open for discussion.

CHAIRMAN TRUEBLOOD:

Thank you, Harvey.

Are

there any comments?
MR. OLSEN:

Where you said, "Departmentalization

in the larger firms may be unique,” I don’t think we have
them.

We do have audit, tax and service, but my own guess

is that these are going to be broken down; the so-called
differences

will tend to disappear.

At least I hope so.

They may be organized, in our case, more for administration

than for the practical work

they do.

I don’t know as

there is a great deal of departmentalization in the large
firms.

In this chapter the thing that interested me,
it kept talking about specialists and specialties, and we

should have specialties and at least I didn’t find any
description of what is a specialty within our practice.

And people talk about this, we don’t have specialists,
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maybe we should set this up as a legal profession or a

medical profession.

Then I say, ”Go ahead, and tell me of

a specialty that a CPA should be,” and I haven’t seen anything
about it.

Maybe there is more literature.

And I really wonder, going back to the theory I
propounded yesterday, if the approach is one of a problem

solver analyst and so on, this kind of breaks down the
barrier.

I know some of the big firms, at least one has

specialists by industries and I have got my own feelings on

it.

At least to me, he isn’t really a specialist as such.

It may be that he knows a little something about that

business, but in terms of practice, I have always held the
CPA,if he is knowledgeable, can go into an industry or
client’s activity with which he is not familiar, and yet
by applying the kind of problem solving ability can render

a real service.
Perhaps knowing something of the industry is

helpful in the technical terms — it is a little easier
to communicate — but beyond that I don’t think a CPA

necessarily has to be thoroughly conversant with all areas.
But I would like to hear something about your ideas on

what is a specialty.
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CHAIRMAN TRUEBLOOD:

I think the closest to that,

in our debates and we had two of them on the subject of
sections, and just as examples, to get the conversation

going, some of the classifications that were mentioned were

SEC, general practice, taxes or subdivisions thereof, management ser
vices or subdivisions there.

Is it my recollection as you

suggest, there were rel
atively few industry sections sug
gested,although government may have been one and nonprofit
may have been another one.

The conversation on sections was not industryoriented.

It was rather oriented toward activities in the

broader sense, subject matter.

That was simply a proposal

and it failed presumably on its merits.

MR. OLSON:

What were the reasons that it failed,

do you recall?
CHAIRMAN TRUEBLOOD:

Yes, I recall.

I think the

reasons it failed were largely psychological, some people
might say emotional.

The proponents felt that, given at

that time, 45,000 people, we just had to have some device
in order to more specifically attract or interest people.

The opponents felt that any division, even on a subject
matter basis was divisive to the organization.

That is
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an oversimplification, Bruce, but that is how the arguments
ran.

MR. OLSON:

I heard about it when they were first

talking about sections and then it just disappeared.

I

didn’t know what had happened.

CHAIRMAN TRUEBLOOD:

Any other comments on this?

Harvey has stated very clearly some of the reasons why it

sort of makes sense, but we are not there.

The question

clearly is, it is not going to happen today, but is it going
to happen or should it happen five or ten years from now?

MR. ROGERS:

In Chapter 21, relations with other

accounting groups, there is a discussion of this joint
committee that existed and still exists between AICPA and

the NSPA.

And in the book that was written at that time,

the information was available indicating that the NSPA
was no longer going to seek legislative action.

Is that

true?
CHAIRMAN TRUEBLOOD:

That is true.

I would say

within the past years there has been relatively little,
almost no legislative activity out of the NSPA.
MR. ROGERS:

At the present time is the American

Institute Involved in other negotiations with these people?
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CHAIRMAN TRUEBLOOD:

I think we still have two

committees which exist, but for political reasons I think

they are afraid to meet with each other.
MR. ROGERS:

Am I asking this question in the

wrong state?

CHAIRMAN TRUEBLOOD:

Well Illinois always took a

very strong view.
MR. ROGERS:

I thought I had read that somewhere.

MR. HUGHES:

Is anyone else on the mailing list

of the National Society?

an interesting list here.

I get it all the time.

It has

This is dated October 1965.

”A few of the other items you should have are

listed below:
"The new 1966 suggested minimum fee schedule.

This suggests fees for accounting work, taxes, management
services and so forth.

“2.
tax client.
”3.

A sample letter for appointment with your

It works magic.
A tax Information workshop, a page form

which practically leaves no stone unturned.”

They also have a 13-1/2 minute color film on,

“Know Your Worth,” which they say is good for public
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relations and prestige.

They are not backward.

CHAIRMAN TRUEBLOOD:

A more direct answer to your

question, John, the model legislation which they developed
I would say about two years ago was very close to the proposed

model legislation which we were going to jointly develop and
which failed on our side.

But state by state there is a

strong feeling that these efforts, even though they did not
succeed in

a joint resolution, had a great deal to do with

the cessation of their legislative activities.
MR. PYLES:

I am under the impression that here in

Illinois, at least, the post cards and the telegrams and the

phone calls about who do you know in Springfield, not this

session, I guess it was — is this all before it redevelops
or is it in your opinion more of the other side of the coin?
Has it pretty well diminished here in this state?

CHAIRMAN TRUEBLOOD:

I can’t answer in terms of

Illinois, but for example, S-1758 is a direct slap in the

face at public accountants.

They must go through registra

tion procedures whereas CPA’s and lawyers don’t have to.
And they made no effort in either the House or the Senate

to oppose this bill.
MR. PYLES:

You are convinced they were totally
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aware of this bill?

CHAIRMAN TRUEBLOOD:

about the reason,

Oh, yes.

I can only speculate

but it is true that they made no

demonstrations or effort and I don’t think they even testi
fied before the subcommittee of the Senate.
MR. PYLES:

That is strange.

It doesn’t fit my

concept of what they have on their agenda.
CHAIRMAN TRUEBLOOD:

Well it may well be that in

Illinois this group or their den leaders or their past
leaders were more Impressive than they have been across the

country.
MR. SASSETTI:

I do know several people who were

supporters of former men who have been lost in the CPA ranks
and of course have changed their point of view substantially.

CHAIRMAN TRUEBLOOD:
MR. SASSETTI:

I don’t follow that.

Two people I know personally were

members of the Independent Association of Illinois, who got
their CPA certificates and now they are wearing white hats.

MR. KALLICK:

Getting back to this accreditation

subject, there has to be some level of minimum competence
before we could accredit anyone.

I realize that financial

firms who do have the so-called specialists must have some.
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What form do you use to determine the level of competency
and how do you train them and at what point do you feel

they have achieved it?
MR. DAVIDSON:

What formal method do we have?

None.
MR. KALLICK:

thought.

It is much more backward than we

How could we ask the Institute to develop an

accreditation program if they don’t have a formal program

themselves?

CHAIRMAN TRUEBLOOD:

Bruce, do you have something

on this, or hasn’t it gotten off the ground?
MR. OLSON:

I don’t have it.

But we keep coming

back to it, saying we need specialists, and they will need

one

I agree, with the SEC.

This will be much like taxes.

Even in the tax area when is a man a specialist and when
is he not?

It would be awfully difficult unless he set

one kind of taxes or a narrow part of it.

For instance,

there are few of them around the country, but the extentof
their work, I don’t know if you would want to create a

section of the Institute for it.
CHAIRMAN TRUEBLOOD:

If you go into the manage

ment service area, certainly you might have an EDP man who
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is essentially and totally EDP and would not do mathematical

things like linear programing.

You might have a mathemati

cian who would do things like that and not EDP.

Or in your

firm, you may have a psychologist —

MR. OLSON:

But those are determined, the fact that

they are specialists is determined usually by their education.

A man who is a Doctor of Psychology is a specialist in that
area.

MR. DAVIDSON:

That is why I say we have no formal stan

dards relating to the man’s formal education.

If he has

been through the DPMA routine and worked three years for

IBM and three years at data processing, he is a data process
ing specialist on one account or another.
MR. OLSON:

Data processing is the only one we

have that is bothersome because there is no educational
background and a person becomes educated by procedure.

In

all the others you have qualifications in research. You do
in cost accounting and in budgeting you do, and those I

think could be properly determined disciplines.
is the word for specialty.

Maybe that

But there you have an academic

background, but I kind of take that out of the practice

of the CPA directly in this effort and that was my question
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on the specialist.

I was going to ask Harvey, in

MR. SASSETTI:

this concept were you considering the accreditation within
the profession and the recognition of it, or are we

talking about accreditation as a public recognition of it

such as the medical profession, OB, gynecologists and
so forth.

Would you superimpose that on the profession,

the fact a man would qualify as a CPA, then go to some

college of consultation?
CHAIRMAN TRUEBLOOD:

It could be if developed,

it ultimately would be.
MR. SASSETTI: One of the disciplines in the medical

profession is the cooperation of the hospitals.

I think

if anything holds the specialist up it is the service facil

ity.

I don’t think it is the general practice of medicine

that holds the specialist up.

MR. KALLICK:

Well it certainly is a discipline,

there is no question about it.
MR. SASSETTI:

I don’t think we would have that

in our profession.

MR. KALLICK:

We would have to develop it. The

Institute would have to develop it.
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MR. SASSETTI:

I am talking about you would have

to have your client say, ’’Now, listen, I want a management
service specialist. ”

MR. KALLICK:

That is right.

Now we could cer

tainly give that individual the right to say his practice is

limited, or he has achieved a certain minimum level of
competence in this area and he would be able to hold himself
out as such.

MR. INGRAM:

He can do that now.

MR. KALLICK:

I don’t think so.

CHAIRMAN TRUEBLOOD:
MR. INGRAM:

We are not allowed to do that.

What you indicate you are and what

you are, I am not sure whether they are the same thing or not.

CHAIRMAN TRUEBLOOD:

I am talking officially,

Glenn.

MR. DAVIDSON:

Well the argument is basically

whether you inform the public or not, just like the argument

in

law specialization. They do have specialists in

various aspects of the law and the question is whether you

inform the public so the public can make an intelligent choice.

CHAIRMAN TRUEBLOOD:

Which they are not permitted
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to do, right?
MR. DAVIDSON:

Yes.
I wonder about the engineers.

MR. KALLICK:
MR. DAVIDSON:

They are in the midst of the same

thing.
MR. LUNDY:

Haven’t I seen letterheads with patent

law on them?

CHAIRMAN TRUEBLOOD:
MR. FAY:

That is the one case.

Admiralty law.

MR. HUGHES:

Some patent attorneys are not lawyers.

CHAIRMAN TRUEBLOOD:

They have had the same que
stion

up on their floor for three annual meetings with very bitter
debate.

Todd, was your question?

MR. LUNDY:

I would like to express my opinion.

I think the whole idea of accreditation for advanced type spe

cialists is going to some day become more and more essential,

partly for the reason as Harvey mentioned. He has tried
to put it on the basis if there were small firms doing these
specialties that the other local firms would refer business.

I am not so sure, even with the larger firms, there should
not be some recognition for these specialized types of

skills.

I am not so sure it isn’t good for the profession.
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whether you hold out the firm as being a specialist or

hold out the man as being a specialist; I don’t think that is
too important, but there should be recognition of these

advanced skills in the firm.

CHAIRMAN TRUEBLOOD:

Well, the management services

committee has made the only overt step in this direction.

If and when they get off the ground on their so-called

referral system, in effect there will be a file in the Ameri
can Institute office whereby each firm classifies itself
by special skills or by skills in which they regard them
selves a competent and that will be made a matter of informa

tion to inquiring members.

MR. LUNDY:

But then the accreditation of the men

in the firm, I think, should become an offshoot of this.

Suppose I say our firm is an expert in psychological surveys
because one of our men went through a 2-day course.
makes us an expert in psychological surveys?

What

So, that is

why I say if you are going to nave this and use it to any great
extent, I think it almost imperative to have some kind of

accreditation of the man so he is an expert, and you can
call him an expert in this area.

CHAIRMAN TRUEBLOOD:

Now let’s move to higher
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accreditation in a different sense which I think is also

included in the subject matter.

This goes to our thinking

about some day there might be developments in the matter of,

say you are a member of the College of Surgeons, but have
a special duty and what have you, and you are recognized as
a fellow, which is some higher accreditation or higher
designation apart from the specialty, you see.
MR. LUNDY:

that also.

ant.

I would like to express my opinion on

I think this here again will become more import

I think it is a good thing because as, let’s say, the

number of CPA’s increases, which it is dramatically doing
year by year, and the numbers are just astounding as far as
numerical change of it; then at this point, with all CPA’s,
say some are a little better educated, some have a little
better skill, some have done a little more to advance them

selves, I think there should be some type of recognition
of this.

In other words, let the man who is progressing in

his profession get some recognition for this.

The incentive

today, of course is, you better yourself, you better your
firm, you supposedly better society.

I don’t know if this

is a factor, but I think there should be some recognition

of this on a formal basis other than saying, "In our firm
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we have

attended X number of PD programs and therefore

we are better than the firm down the street because they did

not. ”
CHAIRMAN TRUEBLOOD:

Harvey, how do you feel

about it?
MR. KALLICK:

Frankly I Just don’t know.

That is a

tough one.
MR. DAVIDSON:

The rest of you, I would be really

interested in this point as to how you would feel.
MR. SASSETTI:

of discouragement.

I would like to throw in a word

You know historically over the develop

ment of any profession, whether it be the CPA or anything
else, it is always the problem who starts.

So my question

is as to the practical Impact of how we are going to get

the wheels in motion to establish who, either individually

or severally is going to be the one to put the stamp of
accreditation or recognition.

I think in 1943 we had a

change in our Accountancy Act here in Illinois and the big
Donnybrook was, I think, three or four of these people took

a special examination, who then became the Board of
Examiners.

There was a lot of upset, because I said, ”By

what right do you have now to be examining me when we were
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peers just yesterday? ”
MR. LUNDY:

Correct me if I am wrong, but isn’t

there a program going on now in New York where they are

giving recognition, some form of recognition.

I don’t

know what.

CHAIRMAN TRUEBLOOD:

it is a program of that kind.

It is a minor program, but

What they are doing is

giving certificates of achievement, I believe, for having

attended so many hours of qualified PD courses.

The guy

is given a recognition certificate.
MR. LUNDY:

Isn’t this really a step in that

direction?
CHAIRMAN TRUEBLOOD:

It is a step in that direc

tion, but it was not made by the Institute.
MR. LUNDY:

And it is a far cry from going as far

as the fellow, but it is a step.
MR. KALLICK:

fellow.

I am not sure how one becomes a

Does he take a special examination?

CHAIRMAN TRUEBLOOD:

Well the proposal when it

was up three or four years ago was not definitive, but made

a number of suggestions that the Board of Fellows would

determine who should be a fellow after they were and that
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they would consider writings, research, oral
MR. ZICK:

examinations.

What you are saying is that the poor

old fellow who is just out practicing public accountings
just a CPA, the homely old fellow serving his clients, can

not be a fellow.

CHAIRMAN TRUEBLOOD;

I misstated that.

There was

to be credit for additional study which would include the

PD.

There are an awful lot of fellows in

MR. KALLICK:

medicine and they seem to be able to get this higher accredi

tation.

I don’t see why we couldn’t.

MR. ZICK:

I figure in my own humble opinion, being

called a fellow or something else, will get you a cup of

coffee almost any place.

But it strikes me as nothing more

or less than an attempt at self-aggrandizement and I can't

see it.

You are trying to say on one hand, "I am a better

CPA than you are."

And maybe the reverse is true.

MR. DAVIDSON:

That is true, John.

You might as

wi
ll face up to the fact that we have this, that you are
creating a 2-class CPA. But let me ask the question:

you have two classes of CPA’s now?

MR. PYLES:

You sure do.

Don’t
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MR. HUGHES:

I think it is a good idea because

is creates a hierarchy, whether it is artificial or not and
it is good salesmanship, good marketing, good merchandising.
It gives somebody something to reach for.

CHAIRMAN TRUEBLOOD:

Let me move on one step

further which is related, which is why I toss it on the
table myself. The comment has been made in a number of meet

ings I have attended recently, we simply don’t have any
mechanism in our organization to recognize service or con

tribution.

We only have one special distinction which is

the gold medal which is given once a year.

There is no

recognition for writing, there is no recognition for in
stitutional service, either on the state or the Institute

level and just for example, there are lots of other things
people do.

Would you put that in the same class and have

the same attitude about it?

MR. HUGHES:

It is a human failing.

Yes, everybody loves recognition.

And even if it is artificial, even

if it creates cliques or problems, I think other organi

zations have done it and done it successfully.

wearing a lapel pin or a Phi Beta Kappa Key.
other uniform you can wear.

It is like
It is an
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MR. ROGERS:

As far as I know, there is no

special recognition given to lawyers who write or doctors
who do research particularly.

CHAIRMAN TRUEBLOOD:

That is not true.

The

lawyers have something called ’’the American Law Institute”
which is by honorary invitation.

arm.

This is their research

You are invited to membership in the American Law

Institute based on prestige, writing, research and so forth.
The individual members of the American Law

Institute, those that I know, don’t show their membership
thing in their office.
MR. ROGERS:

College of Surgeons.

I think it is true of fellows of the
I don’t know if the surgeon

for the kids is a fellow or not.

I have

He is just the best

surgeon in town.
CHAIRMAN TRUEBLOOD:

My surgeon has his fellow

thing up on the wall along with his specialty.

MR. HUGHES:

Every one they get they display them

prominently.

MR. ROGERS:

And the more there is on the wall,

the higher the price.

CHAIRMAN TRUEBLOOD:

I admit I know my surgeon and
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internist have the

fellowship on the wall.

I admit I

remember that.

I don’t know if it is necessarily

MR. LUNDY:

important, or that it is marketable point in having this
extended degree.

Perhaps it is important from a feeling of

advancement, I mean it is personal, in the profession.

Maybe

it is Important from that standpoint and it is a recogni
tion

of that type.

But you can’t sell it, you are not

going to get one more client or a nickel’s worth of fee out

of it.

I don’t know as this is necessarily important.

You know what I think?

MR. INGRAM:

I think the

guy who qualifies to be a fellow has to follow a prescribed

form of education and is going to follow that prescribed
form of education anyway.

Then why should he get recognition

MR. LUNDY:
for it?

I am agreeing with John.

MR. INGRAM:
MR. ZICK:

If you take fellowship as a criterion,

let’s face it, the world is full of professional students.

That is all they want to be, a student forever.

This is

beautiful, but I just can’t get excited about it.

MR. KALLICK:

I was going to say, whether or not
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it is important to have this fellow name as such, I am sure
as a by-product we would

get

some more competent people

and maybe some writings and to that extent maybe it is worth

while.

I am tending to agree with your general philosophy,

John, but it would serve some useful purpose.
MR. ZICK:

I can see it is a divisive thing between

large firms and small firms.

Suppose we decide everyone in

our firm has to be a fellow.

All right, after this

on that.

we work

In the meantime you have got to practice with one

or two partners and you can’t devote that much time.
MR. DAVIDSON:

I don’t think you can qualify all

your partners.
MR. HUGHES:

To go back to referrals, would a

member of a large firm volunteer

to reply

to Harvey’s

remark about business service department?

CHAIRMAN TRUEBLOOD:
MR. HUGHES:

Whether we should give them up?

No, I am sure I agree with that

particular part of it.

MR. INGRAM:

Would somebody define for me what

small business is?
MR. KALLICK:

Well you fellows seem to have depart

ments for it, whatever it is, and you should be able to
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define it.

CHAIRMAN TRUEBLOOD:

service department.

We call ours integrated

[Laughter] It is even so listed, the

distinction being in that single department, from a
single general service department, they ought to get all

three services, taxes, management and auditing as dis
tinguished from the Sears and Roebuck who deals with a tax

partner, a management service partner and an audit partner.
As for referrals, we have a stated policy that we
take referrals on an incident basis and we will pay referral

fees on an Incident basis.

We will contract as best one can

contract, not to extend the service beyond the specific

assignment.
MR. KALLICK:

Well the problem with contractual

agreement or relationship is that you are contracting with

the wrong guy.
not me.

You should be contracting with the client,

This is the problem.

Now you are with a national firm.
you lose a client, you may deserve it."

You say, "If

But we may be

servicing this client well in the area we are servicing
him.

We are referring him for the very reason we can’t

service him.

He starts to wonder about this one-stop
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shopping concept.
MR. ZICK:

angle.

Let’s look at this from a practical

Suppose one of your clients that you serve well

requires management service in the area you not qualified
to provide . What are you going to do?
MR. KALLICK:

I am going to refer him somewhere.

Maybe I will refer him to Bruce’s office because he doesn’t
have a small business account or I know that he doesn’t

represent the same thing we do.
CHAIRMAN TRUEBLOOD:

Is this organizational or is

it a difference of substance, because I am sure Bruce’s
firm handles small business.

MR. OLSON:

But we have no organizational setup.

Whoever happens to get assigned to that account handles it.
Each one of the executives handles, you may call them small

companies, but it is not on an organized basis.

This man

from the service area on referral and such, we try to do one

thing, and maybe some of the other large firms do it, we
say if they ask to do an organization study for one of their

clients, we will do it only if one of their staff people
will be a part of it. So we don’t have to send so many

people and we send only one person and then the local firm
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has one of their people who is there all the time.

In fact, it is a lot of work to get some exposure
in that area.

Vie have four or five small business people

for that, and we pay them by the year.

Did you use the word "executive” just

MR. HUGHES:

now?
Yes.

MR. OLSON:

You are speaking of partners?

MR. HUGHES:

No, the term "executive” refers to

MR. OLSON:

manager of a department.

They are all referred to as execu

tives.
MR. ZICK:

I think your safest bet is somebody like

Mackenzie who doesn’t provide accounting service.
CHAIRMAN TRUEBLOOD:

MR. ZICK:

I didn’t know they didn’t.

In theory they don’t.

But I think

there is nothing that we can do or say that will reassure you
and so we can sit here and talk about it all day long.
MR. KALLICK:

can say.

That is right, there is nothing you

We talked about this last night and I believe you

are not interested in our clients.

CHAIRMAN TRUEBLOOD:

I am sure it is obvious, but

as a practical matter, even if we contract with you we will
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do this one engagement and walk away, I still get the idea
they will want somebody like us and will go over to John,
even though we honestly refuse to accept them as a client.

This is one of the problems.
MR. KALLICK:

This is a point that a friend of

mine, an attorney, and I were discussing.
get some thinking on this.

I was trying to

He is with a large law firm and

he gave me an example of this sort of thing, where a small
law firm referred a specific matter to them and they did

the job, and everything was fine.

Next, the client

who had been referred, didn’t bother to call the small
practitioner, they called this large firm.

Now the large firm should have said, "You go back
to your fellow."

But he might have said, "I don’t want to

go back to him any more. He can’t provide the services I
need.”
MR. PYLES:

What did the small practitioner do

in this case?
MR. KALLICK:

[Laughter]

He is not going to refer any more.

Or he may refer it to some law practitioner who

handles this specific area.
MR. PYLES:

You got the wrong idea of my question.
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What did this individual do that allowed the individual
relationship with this client to get to that point?

Was

this man in effect not technically competent enough so some
body else would else would have to do it?

Somewhere there

is a defect in the relationship between the client and the

practitioner.
MR. KALLICK:

The client begins to realize there

are services this little fellow can’t perform.

do one or two things.

He can only

And the client says, ”I would like

to go to one office and get all my work done.”

That is

the present concept.

MR. PYLES:

I am not saying that is our Big 9 as

opposed to me out in the country here, but I think it is

more my problem than the Big 9.
MR. KALLICK:

I am not saying this is a national

problem; I am saying it is a problem somewhere along the

line that has to be resolved.

One solution I think —

well, as I said before, I think it is possible that more
money could result to the national firms from referrals than
they would get on the other system.

This is it, and

as George says, maybe we need some research here.
CHAIRMAN TRUEBLOOD:

You are certainly right,
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if it becomes customary to refer on a specialty basis

there would not be the onus or the fear or the ambiguity
or anything else about referrals.

It simply has not become

It simply is the unusual thing.

customary.

MR. KALLICK:

To refer, but it is going to become

more common.
CHAIRMAN TRUEBLOOD:

I personally hope it might.

But the danger is clear.

MR. KALLICK:

that to me quite frankly.

I know many of my friends have said

In our office this situation will

arise where we have to refer, and it is fast coming to the
point I have no choice.

I have to go to a national firm.

But I would very much like to have a local firm I could re
fer to who specializes and thus limits their practice.

There

is a fellow in Chicago by the name of Jack Bullock who

specializes in the EDP and so forth.

He limits his practice.

Unfortunately, there was not enough takers and

he is out of business.

MR. SASSETTI:

I think he was way ahead of his time.
There is one general solution to

this, keep your general ledger closed up.
MR. DAVIDSON:

There is another solution that Russ

expressed, and that is to get big.
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MR. KALLICK:

That is not a solution to a guy in

a small town of 10,000 or 20,000 population.
MR. HUGHES:

I disagree.

There was a fellow last

week from Wausau, Wisconsin, who has a firm of 35 people in
a town with a population of 25,000 or 30,000.

MR. KALLICK:
out in practice?

He is a sole practitioner.

MR. HUGHES:
MR. KALLICK:

MR. HUGHES:

reinvests it.

What about a fellow who just starts

Well it doesn’t happen overnight.

He is getting big.
He works and saves his money and

That is what we did.

CHAIRMAN TRUEBLOOD:

Don, I think it is time for

society relationships.

MR. PYLES:

I think we have been talking about it

for the last day and a half. In Mr.Carey’s book, that chapter

discusses the organization and various elements that go into

our organization, be it a federation or whether it be a line

type of organization or staff and described the all-too common
problem that was described before that committees don’t

get things done, although we seem to be somewhat effective
in doing it.
One of the key questions we had was, what should
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we do?

As I visualize what the society and the Institute

should be doing, is acting as a catalytic agent for all
the ideas we have expressed here the past day and a half
and they have all been expressed in the book and all the

writings that we have.

As an individual practitioner in a small firm,
very small, I look to the Institute to do those things for

me that are requisite to allow me to stay in business.

I

am very enthused about the professional development program.

I think it is a solution for me and my problem, and I think
my problem is very similar to the problems of the profession.

How do we get "us'ns" out of the bushes to learn what is

going on around us?
Heretofore, within the past three or four years,
this has not been 100% available in the areas of technical

liability and management of a practice.
local societies can implement this.

I think that the

I think that they

should be doing more in the advocacy of those elements
that are local to us.

My knowledge that I speak of currently now is
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changing because of your remark about the Independent
Accountants Association of Illinois.

I have the feeling

that there is more going on behind the scenes in that area
than is apparent.

As a case in evidence, I can describe a conversa

tion with the representative from the State of Illinois
who indicates this is true.

However, this is not current

information and it may be out of date.

We talked about ethics today.

I am having diffi

culty deciding in my own mind why we have variations in the
state society ethics and the American Institute code of

ethics.

Why do we in Illinois have one rule that is such-

and-such, and in Michigan they have a rule that is such-andsuch; not necessarily the same.

Why is one thing permitted

under the American Institute code that is not permitted
under the Illinois code?

I find that I can’t reconcile

this in my mind.
Legal liability, I will go back to the point I

made this morning, I think we should have some information on
what this is.

self is.

I really don’t know what the liability of my

I have given a lecture on legal liability, I have

read Levy’s book on it; I have read the articles; I have
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discussed it with some who are now federal Judges as to

what these things are, and I would kind of like to know.
One-half of my practice comes from other than opinion work.

What are my liabilities in this area of good faith and
diligence?

What happens when the client says, “Gee, I have

got to get this thing in the morning,” and we don’t get it
to him for two days?

Am I liable or am

I not?

This is the kind of thing I would like to know.
I think the society is not getting to those people or

enough of those people who should be gotten to.

In our

south suburban area of the Chicago region, we have a group
which encompasses 6 or7 CPAswho are practicing, ranging from

the one-shot suitcase approach from the back of the car to

the sophisticated firm that has 14 on its staff.

Of this

one group, approximately one-half of us belong to the Illinois

society, two-thirds belong to the American group.

With this

group, there is much stronger sentiment about bigness versus

smallness,

"The big firms are stealing from us little ones.”

That is very pronounced.
We find there is not available to us this free
flow of information except on some corollary method.

So we,

as an informal group, as individuals organized ourselves
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without sponsorship and without the aid of the society.

I

think that this is a function that the society should

preform.

I think this society should stand up and state to

those people, and I am not one of them that believes the
society is dominated by large firms, that they should come
out of the corner and point out the facts of life.

I think

they should point out, to someone such as myself, if I
were to make the statement, which I do not, "Fine, how

would you like to be the president next year?
the time necessary to do it?"

And I could not.

Can you devote

Nor could

I devote the necessary time in Springfield or whatever these
other areas are that the society should.

I would have to be

paid for this.
The big firms pretty well can dictate the quality

of the work that is to be accepted by the bankers, which I

think is good.

They have the resources to do this.

I

think they do in fact, I think they subsidize in a general
way, many people like myself which we otherwise could not
do.

I think this is important.

On your referral system, Harvey, I think the
Illinois society and the American Institute could be a great
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help in this.

I face this problem myself. Whom do we go to?

I don’t really know the recognized experts.

reputation of all these firms.

We know by

I am a little more fortunate,

having worked with one of them, I know the quality work they
do and what their internal qualities are.

I subscribe 100% to Bruce’s opinion here for the
future, for us as problem-solvers.

I find myself not sub

scribing to the theory we, the sole practitioner or small
firms, have some great overcast gloom for us in the future,

and this is not "pie in the sky.”

To me I see a brilliant

future for people such as myself, who are willing to get
out and work and do this.

I think we should define our

markets as a sole practitioner.

I could not do General

Motors and I doubt if any of the bigger firms would want to
do some of the work I do, except I can survive in my market

and they can survive in theirs.

On the one hand we talk about the small individual

becoming extinct and then on the other hand, we talk about

what the shortage of qualified personnel in our profession
is going to be.

are we?

What is going to happen to us?

Where

To me this is inconsistent.

Somebody said they had their order in for fifteen
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people and somebody else said they needed 35 and somebody

else is short due to the draft.

I see a tremendous market

to be served.
I can very well visualize my niche in the

future.

I also visualize the impact of the computer and the

changing technology that is going to be required.I feel that

I cannot spread myself so thin and do computer work and stay
abreast of municipal work, school districts, credit unions,

whatever the case may be.

Maybe this is forcing me to be a

specialist in my own area without recognition.

Maybe I feel

my market is this market to serve.
I think that the Institute and the Illinois

society can do a great deal for me in the future.
them more than they need me.

I need

That is what I have to say

on societies.
CHAIRMAN TRUEBLOOD:
MR. ZICK:

Thank you very much.

You mentioned there is a lot of dif

ference between the codes of ethics state-by-state.

If my

memory correct, there is a proposal somewhere, and I don’t
know whether it is in Illinois, I think perhaps it is in

Illinois, that our code of ethics be the Institute’s code
of ethics?
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CHAIRMAN TRUEBLOOD:

There is a strong movement

in this direction, all voluntary.

It came out of a long-

range objective adopted by counsel several years ago.

A

significant number of states, I can't give you the number,
but I think it is something like 20 or 30, have conformed
their statutes, their canons, to our canons.

In one state,

I believe it is California, they have gone so far as to

say that any future changes in the American Institute will

be automatically incorporated in theirs.
MR. ZICK:

I did remember seeing that someplace

recently.
CHAIRMAN TRUEBLOOD:

It is one of those things

that is being done state-by-state with no particular pressure

from the Institute, but with all encouragement from the
Institute.

But there are still many differences.
MR. ZICK:

I do think progress is being made and

I think the objective of one code of ethics, coast-to-coast,

is a sensible thing when it comes to pass, with the possible

exception of the State of Florida.
CHAIRMAN TRUEBLOOD:

That seems to be a special

case.
MR. DAVIDSON:

How do you feel about the education
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and experience requirements?
MR. ZICK:

ous

a

The same way.

It is about as ambigu

hodgepodge as you can imagine.

Either a CPA is

based on certain requirements or he is not.
CHAIRMAN TRUEBLOOD:

In that case we do have the

so-called model law agreed upon between the examiners and

ourselves and it is the state’s option to adopt it.
MR. ROGERS:

I agree with everything Don says,

especially the last statement that he needs the society
more than the society needs him; and in fact, I realize now,

well rashly,I decided a couple of years ago to get involved
more than previously and I expect I will get more involved
every year because I am stealing more from the society than

the society is getting out of me.
I wonder, isn’t there a problem here?

In my own

local area as well as Don’s, we have a great number of CPA’s

and I have gone through a number of exposures trying to get

these people involved with us just locally in another city
the size of Joliet.

There are five or six firms, maybe

12 or 15 men, and we were not successful.

We couldn’t even

get them out to a meeting.
In a couple of cases we picked up the tab.

It
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wasn’t much, but we did.
three years ago.

That was the last time.

Then the last time we had Prentice-Hall

who goes around giving a bunch of tax services.

We thought we had done our share.

Dutch.

another meeting.

ful.

We made it

Then we had

And they said, “You know, this is wonder

Something has to be done.

more often.”

It was

We have got to get together

And that was the end of that.

So the society can help us maybe with this inertia
that can’t be overcome.
MR. PYLES:
pattern occurred.

your firm.

We had two false starts and the same

We had speakers.

Bob Lew came out from

Unfortunately, it was the night of April 16, and

only five of the people came.

But we found that the reason

we all clung together was self-help in the area of manage
ment and administration of our own practice.

charging per hour?

Here is a tax return.

What are you

This is the

example we took with a hypothetical case and we all said,
”I think I would charge this amount,” and we wrote down

our dollars and cents, folded up the piece of paper and
threw it in the middle of the table and mixed them up, and

selected by random method, and it became quite an opening
for us.

”To think I didn’t know—” and we would get a
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phone call — Jamie Wilk, for example, was one of the partici
pants, ’’Jamie, Mr. Jones called and I understand you have been
doing his work before.

I wanted you to know that through

some problem he is changing.

We refused the fee or refused

to do his work because of the fact that we felt the integrity
was material,” and so on.
MR. ROGERS:

We have done that.

We do seem to

correspond with each other and call each other when these

changes occur, and as a matter of fact, we initiated it,
when those changes occur.

But this is our only contact

with them and I have worked on this thing on the basis of
socially, and I think this is one problem that a person has.
I imagine the Illinois society recognizes it is getting more

of the people who are members of the society involved.
MR. PYLES:

These people will not Join for many

reasons. They have a quarrel with the society which we

potentially try to keep out of our group.

Some of them do

not wish to belong and have discussed what they thought
the policies were and have resigned.

But we have not used

that as a criterion for our relationship.
once a month on Thursday night.

the geographical location.

We have a meeting

We alternate the area,

Dinner meeting week we kick in
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$10.

We have over $600 in the treasury already.

golf outing once a year.
audit programs.

This

We have a

We exchange forms, information,

helps

a problem as an individual

practitioner to obtain these things without rewriting each

program.
I believe most of the national firms nave pre
printed minimum audit procedures they fulfill.

We nave

people coming from as far away as West Chicago, Elmhurst.

I

think this is an indictment or our society, the Illinois
society, that somewhere it is missing what we as individuals

are looking for.

I think in my personal opinion it is

the exchange of personal information and the methods of

practice.
MR. ROGERS:

This may be peculiar to one area around

Chicago, but the chapters downstate evidently are pretty
large and they seem to have no problem in doing this.

CHAIRMAN TRUEBLOOD:
MR. KALLICK:

Bruce, can you answer that?

I don’t know the size of the chapters.

CHAIRMAN TRUEBLOOD:

Frankly, Illinois has a pecu

liar unusual problem shared perhaps only by New York in the

sense that an unusually large proportion of your practicing
CPA firms are downtown in Chicago as compared with the rest
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of the state.
MR. OLSON:

These chapters are very different.

Some chapters will have very few people who are very active
and the others will be very active.

CHAIRMAN TRUEBLOOD:

When you do get organized and

get going, it is really almost inspirational.

When I was

president of Pennsylvania, we had about 15 chapters there.

I visited all of them, of course.

I remember one night dur

ing a northwest chapter meeting, I guess it would be

Punxsutawney, everybody in that room, and there were about
75, had driven 100 or more miles to be there, save only the

host who was from Punxsutawney.

It is unbelievable.

you find the basis for it, it really goes.

Once

And they would

have had in terms of their chapter, an attendance factor of
over 90%.
I am sure it does not happen every night during the
tax season or what have you.

Are you agreed that this really has to be the
state society function as distinguished from the Institute?
You are not suggesting that the Institute should take over

organizationally, are you?

MR. PYLES:

No.

It has to be a local, closer,
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person-to-person situation than perhaps even our state

society can provide.
CHAIRMAN TRUEBLOOD:

Well there is another problem

here as somebody has already mentioned. Our membership is
not, what is the word I want, I will say "congruent,” but

it is not right in that context.

Illinois has members who

are not members of the Institute; the Institute has members

in Chicago who are not members of Illinois.

How seriously

do you feel this failure to overlap completely is it in
relation to the question?

MR. LUNDY:

Isn’t there some discussion as to

possibly making this a combined deal with the states, you
buy a membership in the one and you get membership in the

other?

CHAIRMAN TRUEBLOOD:

Required concurrent member

ship was voted down at one time.

It is now permissive.

A

particular state could require that its members be members

of the state society only if they are previously members
of the American Institute. Missouri proposed to do that
and that is why we passed the bylaws. But I think Missouri
did not do it after we passed the bylaws, so it is permis

sive on a state basis.
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MR. KALLICK:

I would say from the point of view

of a member, I am not so sure it is that important.

For

example, a member of the state society, he is going to get
a good deal of the benefit of the Institute.

But from the

standpoint of the finances and mechanics of the Institute,

I can well see the advantage of this Joint membership arrange

ment which I think the bar has.

CHAIRMAN TRUEBLOOD:
MR. ZICK:

Is that correct?
That is right.

In my own mind there is a definite

place for the Institute as contrasted with the state society.
I visualize the Institute doing things which we on the local
level can’t do for ourselves.

For example, there can only

be one ultimate authority as far as we are concerned through

the APB, one body that can influence legislation.

The thing

that is disturbing to me, and I readily admit I do not have
an answer is that there are so many CPA's in the country who

are not members of the Institute.

Per se they do not subject

themselves voluntarily to the Institute’s rules of ethics

which encompass all of our statements of principle.

So what do we have?

We have two classes of

people, those that do and those who don’t have to.
That poses a problem for the profession also, the
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substance of which is, suppose somebody does something un
ethical and is booted out of the Institute.

So what?

Some

how it seems to me that we ought to strive for the objective,
and I don’t know how to get there, that every CPA voluntarily

joins the Institute and the adopts its ethics.

CHAIRMAN TRUEBLOOD:

To the extent. Bob, ethics

are incorporated in the statute state-by-state.
MR. LUNDY:
Question.

Yes.

Two things.

How does the bar work this?

This helps.

First of all, a
I always understood

if you are a lawyer you have to be a member of the bar asso

ciation.

Is this the way it works?
CHAIRMAN TRUEBLOOD:

This varies.

The new movement

is called ’’the integrated bar,” with no social connotations;

and as I understand it, that works this way, Todd, that if
you become a lawyer, recognized by a particular Court, you
must or automatically are a member of the county bar or the

city bar or whatever it is.

But this is not uniform across

the country.
But I think in terms of the bar society and the

medical society, if you are a member of the local society,

or the local bar, you are automatically a member of the
American Medical Association or the American Bar.
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MR. SCHORNACK:

In the case of the medical there
Being a doctor, you find

is a little more of a clout there.

reason to practice in a hospital and they will not accept you

without that.
MR. LUNDY:

Continuing with that line, has there

ever been any attempt by the profession to try to enforce —

John mentioned voluntary joining.

I am not so sure this

should not almost be compulsory.

If you are going to be a

member of the profession and hold yourself out as a CPA, to
get away from this two-class system; number one, has there

been any attempt to make it compulsory; and number two, is
there any thought to making it compulsory?

CHAIRMAN TRUEBLOOD:

The answer to number one is

"no," and the answer to number two is "no."

go to statutory rules.

You would have to

Your state law would have to say in

order to maintain your status as a CPA, you would have to

be a member of the Illinois society.
MR. LUNDY:

I would like to suggest that some

attempt should be made to do this, for those who hold them

selves out as practicing public accountants.
CHAIRMAN TRUEBLOOD:
people?

At least for the practicing
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MR. HUGHES:

Back to Don’s point, before I had

mixed emotions on what people should do for people*

First

of all, say if the individual practitioner hasn’t got enough

gumption and courage to come and stick his nose into a society
and see what they do, why bother with him in the first place?
Then I tell myself that is not good business, you need his
support really.
So my suggestion is that the non-CPA should write

statistics or information periodically in both the national
and state publications indicating

participation.Because

there are a undoubtedly a number of accountants who think big
firms run everything and the only reason they may get this

impression is they feel somebody has to do it, and it is
just a question of getting volunteers, really.

So I don’t

think some of these men who belong to your splendid group,
really you are offering competition with the state society,
have any conception of the number of small practitioners who

are on committees, who are very active and have a great deal
to say about policy, in my observations.

So why don’t we

tell them more often?
In other words, indicate statistics, numbers in

the State of Illinois, how many people are on committees —
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there are about 700 people on committees in this state.

In

fact, there are more volunteers for committees than we have
committees to put them on, as I understand it.
How many of these people are from national firms

and how many of them from smaller firms?
MR. ZICK:

I don’t know.

Statistically there will be more from

larger firms because there are more members from the larger
firms.

MR. HUGHES:

Are there?

CHAIRMAN TRUEBLOOD:
MR. HUGHES:

I don’t think so.

Not total membership.

American Institute statistics indicate

there are more local practitioners than people from the
national firms, isn’t that right?

CHAIRMAN TRUEBLOOD:

Yes.

I think the communication of this on

MR. HUGHES:

some kind of a system to make it palatable would help a lot.

MR. ZICK:

How are we going to communicate this?

MR. HUGHES:

That is why I say it should be done

by a non-CPA.

CHAIRMAN TRUEBLOOD:

I tell you, Russ, I have such

data on the committee appointments that were made this

summer.

Don’t kid yourself that those committee appointments

were made by me.

They
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are largely made by the staff.

There are “jillions” of IBM

cards and recommendations and letters.

I do have an

analysis by a significant number of firms and by national,

regional and local.

by members.

I have this analysis by chairmen and

Should that be published?

MR. HUGHES:

I think so.

I think it would be

most Interesting.

CHAIRMAN TRUEBLOOD:

I am pretty brave, you know,

I don’t scare easily.
MR. HUGHES:

I am not challenging your courage, I

am saying would it not be more effective in Don’s area if it
were done by an absolutely independent writer, an editorial,

a special report or some such thing, so again it takes the
stigma away from it.
MR. LUNDY:

You mentioned the word "editorial.”

I was thinking this type of thing would carry in an

editor

ial, you know this thing we all talk about, but nobody wants
to recognize as being official, this so-called competition

or jealousy between the large and the small.

Perhaps Carey

could point out in rebuttal to this, here are the facts, and
the CPA is going to all the members of the Institute and I

think this might be effective.

Maybe it is too sensitive

151

an area and nobody wants to talk about it, but it is a

fact of life and you have to recognize it.
MR. HUGHES:

Do all the small firms represented

in this room require all their members to be members of

the state and the national organizations?

CHAIRMAN TRUEBLOOD:

That reminds me of something

Dick Landis said to me a few days ago,“Did you appoint

the state council chairman yet?”

I said, ”How is it done?”

And this was one of this people I was talking

with initially, and he came in and he said, “Well, I will

tell you how, I appoint them, and if I hear any complaints,

I tell them the President did it.“
MR. PYLES:

I just want to mention this comment that was

made about a splinter group.

this.

[Laughter]

I personally was involved in

This was one of my personal appearances,as was

three or four others of us who did this.

Before we did

this, we did quite a bit of work in inquiring about this,
for fear that those who would come to our group were boy

cotting the Illinois society and it would just widen the
rift.

Out of this I think we have been more successful re

turning some of them to the fold,because of their erroneous,
assumptions and their erroneous reasons for why they did
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this.
One who is quite vocal, in fact, resigned and

is on record because of the situation where he felt the

society’s committee on ethics did not prosecute a medium

sized firm for flagrant violation in competitive bidding.

These people I think eliminate themselves.
MR. HUGHES:

I think the thing we have overlooked,

as a conference always does, that once we have done something

we figure it should stay done.

We have to remember the same

message has to be communicated repeatedly.

You never let

up on the pressure.

CHAIRMAN TRUEBLOOD:
mitted to a 3 o’clock breakup.

tions.

Well, Justin and I are com
I hate to stop the conversa

But first I would like to ask you to do one thing.
As I told you when I started out, there are another

five or six or seven of these conferences scheduled across

the country, all with a different moderator, so we do not
have a built-in experience accumulating device.

So if

any of you have any suggestions, negative, positive, changes,
what have you, how this might have gone better or how it

might be tried next time, would you let me know and I will

pass it on to the forthcoming chairmen so they can use it
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when they are presiding over their programs?
The other thing is, Justin wanted to get some
top of the head and fresh viewpoints of view or current

points of view about anything that we may have talked about
in terms of priority.

And now I think we are talking about

the program kind of thing.

I suggested this morning I would

like to just go around the table and very quickly have you

give us off the top of your head, of all the things we have
talked about, which

one or two do you think the Institute

should get at as quickly as possible.

Could we just have a feel of the situation.

As you contemplate the discussion we certainly would like to
have letters about it, too, to go to the planning committee.
But if any of you would care to, would you sort of give us

your top of the head feelings or attitudes about relative
priorities?
MR. SCHORNACK:

I will take a crack at it. I have

been thinking about that the last few days and I think I

would have said a few years ago that education would have
been the priority.

But with the professional development

program rolling along, and I do believe in it and I hope it
will expand and will be even more of a job, therefore I
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take it out of the top priority.

I think my priority

therefore is in the area of, call it public relations or

call it communications.
In all these discussions we talk about personnel

recruitment, we are not getting the message across to the
high schools, the great need in the profession for new

people, and we say that, "Well these people are uninformed,

they don’t know much about us."
We talk about the fact that the profession has the

talent, or at least the organization to take on many, many
more responsibilities, to do more things, to take on a
higher role in advisory management, a bigger part in the
financial community, if you will.

Again we are not sure of

how many people recognize this or know what the CPA does,

so that maybe it is not so automatic that they will turn
to us when these new things develop.

Again, I think it is communicating what we are

doing, what we can do, and just what we are like.
Again, we talk about the unreasonable legal

imposition on the profession, the unreasonable cases and
claims.

There is no definition of our responsibility.

this is a question of communication.

People are not all

Again
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together sure of what we do.

They think our work is so

precise, when actually it is more judgmental, and just the
whole nature of our being should be communicated somewhat.
I think, too, that the AICPA suffers from the lack of
total membership of CPA’s.

I think we should communicate

this to the public so there would be a need for me to join

the CPA.

Again going to the medical, we can’t bar any CPA
from practice because he doesn’t work in a hospital, such as

a doctor would, but maybe if we can implant in the eyes of

the public that a CPA should be an AICPA, too, he would just
feel he should belong.

And again, you might put this in the

category of communication.
I think from my observations, our program at the

national level has simply been inadequate.

When I go to

a high school as part of a career day and am trying to push
a profession through the organization, the Illinois society,

there are relatively few tools available.

I realize there

will be some films and this, that and the other thing, but

to me that is in a category of inadequate.

So I think

on a formal basis, a national basis, we should throw in

$25,000 or $50,000 to get a film and it will help me when
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I am out doing my missionary work for the society.

CHAIRMAN TRUEBLOOD:

John, what is on the top of

your head?

MR. ROGERS:
than I contributed.

Again I think I got more out of this
I think I probably have a better insight

now as to what I think about the relationship between small,

medium and large firms in the future and the assurance, in
the sense,there is going to be a place for us all somewhere.

I think that is true and I am beginning to believe

it.

I think that in the areas we in the small firms are

going to need help, the AICPA is going to be a source of help.
In the category discussed before on management services, if
we are going to be problem-solvers, we are going to need
some help as to how to attack these problems.

that, it would be a question of liability.

Other than

If we are going

to be problem-solvers, what kind of problems or what kind of

liability is engendered by the solving of problems?

And

then beyond that, realizing sooner or later there are going
to be problems we can't solve, beyond our competence, again
the American Institute is the one I think will help us in

this referral area.

I can see a near term need for all of those.
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I think we should put money into a

MR. HUGHES:

program of scientific compilation of data which tells us what
the people in the United States expect of a CPA,

I think we

are trying to force our judgment on the population without

knowledge of what they see us to be.

And this could be done

through a research grant to a doctoral student; it could be
done in a great many ways.

With the computer availability today,I think in a
year’s time or less we could compile sufficient statistical

data to say there is a 70% chance if we do thus, thus and so,

we are going reach a majority of people.

And I think we have to know what they think.
don’t think we do.

I

And I don’t know if I explained this

properly or not, but the human factor I think is overlooked
almost entirely

I think these numbers and these numbers

and these opinions are available to us today if we look
for them.
MR. DAVIDSON:

Your evidence man,

George.

[Laughter]
MR. LUNDY:

Well I would concur with both John and

Russ, because I think they are both in the same area.

The

question of the image and what is expected of us and what
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are we and what is a CPA — I think both of them are trying

to answer that question and get this message first of all to
us and then back to the public, principally the people we

would like to attract into our profession.
I will say something, I don’t think is a top

priority, but not too far down, and that is the mention of
the psychological problems.

Number one, is expanding the

program such as we had in Chicago last week; and number two,
I feel very strongly the AICPA should put out something on this,

frankly with a little more original setting than the one
put out, which was five or ten years old and really not up

to date.

In effect, a thorough education program along with
the research program that I understand is being undertaken,
and compiling all of this data, let’s say, getting it out to
the membership so they can put it into use in their respec
tive practices.

I think it is not the top, but pretty close

to the top.
MR. ZICK:

I can only agree with what John said and

if he had not stated it, I would have said the same thing.
CHAIRMAN TRUEBLOOD:
MR. ZICK:

Communications?

Getting to the public with some know
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ledge of what we are, what we can do, what we can’t do,
their expectations from us and our expectations from them.
MR. PYLE:

I will just add my two cents to

exactly the same tune.

I feel identical to this.

We don’t

know and I think the public does not know and I think they
should.

MR. INGRAM:

I agree with what seems to be building

together as a general premise here, but I do think we should

observe a warning.

That is that we cannot be all things

to all people and there is a tendency for us to try this.

I wrote down two things which were important to me

as I came here, they were important as I listened to the

conversation and they are still important.

Number one, Carey

starts out in his first sentence, well I can’t find it now,

but he asks where we want to be ten or twenty years from now.

And therefore I am deeply concerned with the input of talent
in to the profession.

boat to this date.

I think we have totally missed the

I think we have been just lucky we

have stumbled on some pretty good people.

The other area has not been discussed except
obliquely and yet it was, I think, prime.

As I remember

our conversation last night, Bruce, I think our prime
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conversation was,once we got away from this table, in the
area of practicing management and I feel the Institute should

do a great deal more in this area to share with the members

the experiences of people like John and Bruce and those who

have been through the battle before we have.
MR. OLSON:

Well much in the same line as the

others have spoken, but I would put it this way.

I would

suggest that the Institute take the lead in a searching
inquiry into whether or not our profession has gone beyond

the accounting discipline.

The accounting discipline was a

start at the place where we began working, but I suggest

that maybe we are beyond that now.
We have a profession that has a greater scope.

But I think only the Institute can manage and start and

inquire into it,because I think if this question is answered,
then the information to the public through public relations,
our own guidance, and many of these will become more evident
I think as we get to these questions.

MR. KALLICK:

with Russ.

Well I am going to disagree a little

I have the feeling we can be pretty much whatever

whatever we want to be within limits, of course.

our own destiny pretty much so.

We control

We should use that as the
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basis to be what we want to be.

Maybe it isn’t that

important what people want from us.

I think it is more im

portant what we can do for them and use this device to give

it to them, the device of the Institute.
I am glad I don’t have your job, Justin, because
it is a problem.

It is tough to decide which of these is

first.
MR. DAVIDSON: It is not really my problem. It is all
of our problem.
MR. KALLICK: It is a tough one, though. As I

looked over and tried to decide which one of these things

was the most important, my first reaction was to put down a

number and I realized that isn’t first, the other one is
first.

Many of these things are interrelated and you

can’t do one without the other.
one, number two and number three.

Interrelated.

I finally did put down number
I think they are the most

I think probably the most important to me

was to determine the extension of our attest function, where
will it be, how far do we want to go.

Under number two, and this may be a personal inter
est sort of thing, I am concerned about this area of refer
rals and accreditation and specialization.

this is personal interest.

As I say, maybe
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Thirdly, I think this problem of education and
training is obviously always with us.
cerned about it.

But they are all intertwined.

about liability, and that fits in.
you cannot

We have to be con

You talk

They all fit in.

I am sure

split one off from the other.

CHAIRMAN TRUEBLOOD:

Well Justin, since you are

going to write some kind of a memo, we won’t let you talk

because you will probably come out with what you want anyway.

MR. DAVIDSON:

At this point I don’t really want

to say anything.
MR. ZICK:

A question before we break.

credible pile of words.

Ruth has an in

Presumably someone will attempt to

synthesize what might be useful to each of us.

Can some sort

of a transcript come back to us, not the whole thing?
CHAIRMAN TRUEBLOOD:

If it is not too big.

As of

Wednesday morning we will get the transcript and anyone who

wants one, may have a photostat.
you upon request.

We will arrange that for

As far as a synthesis is concerned, I had

not thought that far ahead.

The procedure is that this

material gets broken up, the transcript, on the subject

basis, and goes to the subject files of the planning com
mittee.

But I am perfectly prepared to commit that we will
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prepare a synthesis of this discussion if there is interest
on the part of this group in having one.
I would rather give them the tran

MR. DAVIDSON:

script, because having been through this synthesis business

it is extremely difficult.

once or twice before,

You get it from your own standpoint.

MR. HUGHES:
MR. LUNDY:

A summary of our last discussion is

about all you would do.

CHAIRMAN TRUEBLOOD:
script?

How many would like the tran

It is no trouble.
Well they all want it.

Let’s Just agree we will

send a complete transcript to everybody.

I did

the other question I alluded to initially.

not ask

Does anyone have

any concern about Ruth using the designation of the first
name or last name in the transcript?

[None]

I have been told that some of you people have gotten

more out of this session

than any other meeting you have

been to in a long time of the Institute.
and I am grateful for your time.

seminarians.

I appreciate that

You have been very fine

I apologize for the intrusion on your

day afternoon, however.
MR. ZICK:

Satur

Thank you.

One final thought which I would like to
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inject in the conversation, was the place of the Institute

in our professional lives and I got to thinking about it as
we were concluding here.

Mr. Carey on Page 71 in the

chapter discussing government and business, relating what
is happening, describes pretty well in the paragraph on

Page 72 approximately where I think the Institute ought to
be.

He is referring to government, and I think it is apropos.

I commend it to your reading.
MR. LUNDY:

One final thought.

You made a point

yesterday, you mentioned about this bill, the CPA’s finally
got their position expressed on this bill and you mentioned

you didn’t realize we had this power.

One of my pet peeves

has always been that our profession has a great deal of power.

The thing that has always bothered me is that it has
not used that power for good use.
it for a long time.

I think we have missed

I am glad to see at least someone has

finally taken hold and said, ”0.K.

If it is good for us,

let’s use that power as efficiently as possible.”

CHAIRMAN TRUEBLOOD:

Very good.

Anything else?

All right, thank you.

[The meeting adjourned at 2:55 o’clock.]

